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1 -- P R 0 C E E D I N G S --
2 -oOo-
3 CHAIRMAN DILLS: The meeting will come 
4 to order, please. 
5 Good morning. I'm Senator Ralph Dills. 
6 The Joint Committee on the State's Economy and 
7 Senate Select Committee on the Pacific Rim, Chaired 
8 by Senator Paul Carpenter, are joined together to hold 
9 this Interim Hearing on the Task Force Report on California 
10 and the Pacific Rim. 
11 We are indebted to the California Economic 
12 Development Corporation for the work of the Pacific 
13 Rim Task Force in identifying a series of key issues 
14 which have been molded into a policy agenda for California's 
15 decision leaders. 
16 In order that we might more fully understand 
17 the challenges and the opportunities before us, California 
18 Economic Development Corporation has been asked to 
19 provide an overview of the key issues and recommendations 
20 set forth in the report. 
21 The potential benefits of growth in the 
22 Pacific Rim economy are nowhere more promising than 
23 for California. 
24 This morning, we'lllearn the hard realities 
25 facing California businesses competing in this market. 
26 We will also receive testimony in the trade deficit, 
27 particularly in the Pacific Rim, and how this is affecting 
28 the California and U.S. economies. 
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Several state agenc s are carrying out 
the st of California in the 
Paci have been to briefly give the scope 
ss of ir s. 
Scheduled testimony will conclude with 
6 a presentation on a proposed international trade policy 
7 for California. 
8 The Task Force report is viewed as laying 
9 groundwork for further discussion, research, and 
10 awareness of Californ 's relationship to the Pacific 
1 
12 We hope this hearing will serve to carry 
13 forward those objectives. 
1 I'd 1 to introduce the members of 
15 the Legislature who are here from both committees. 
16 We have seated to my right Senator Bob 
17 Presley, who is a member of the Select Committee on 
the Paci Rim, as is the person sitting next to him, 
Senator Barry Keene, and we have Assemblyman Nolan 
Frizzelle, has been here and will be with us throughout 
the day. Others are at the airport and on their way. 
We're represented here today also--a 
representative of Congressman of Glen Anderson, Jim 
24 Berek, who if he cares to can come up and sit with 
25 the members of the Committee. 
Our st witness today is the President 
of the Califo~nia Economic Development Corporation, 
a former member--Speaker of the Assembly of the State 
PETERS CORPORATION 
3. 
1 of California, a long-time servant of the people of 
2 California, Mr. Bob Monagan. 
3 We're happy to welcome you to this meeting, 
4 Bob. 
5 MR. MONAGAN: Thank you, Mr. Chairman 
6 and members of the Committee. 
7 My name is Bob Monagan, and I am the 
8 President of the California Economic Development Corporation 
9 and I also have the pleasure of serving as a member 
10 of the California State World Trade Commission. 
11 I've been asked to comment on the recent 
12 report published by the California Economic Development 
13 Corporation entitled, "California and the Pacific Rim: 
14 A Policy Agenda." 
15 The Task Force report and project grew 
16 out of the CEDC's recognition that the economic, political, 
17 and social forces emerging from the Pacific Rim have 
18 a significant impact upon California and, therefore, 
19 should be comprehensively examined within that context. 
20 It was not the intent of the Task Force 
21 to necessarily do original research and to come up 
22 with a document that would tell people how to trade 
23 in the Pacific. Basin or necessarily to do some repetitious 
24 research on a great deal of information that is available 
25 already in various sources, but to compile all the 
26 information that they could, and out of that extract 
27 a public policy agenda. 
28 It was the concern of the CEDC that 
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there was a total, or near total, lack of recognition 
publ leaders in the state, 
as well as the citizens of Cal fornia, of the tremendous 
s are our state and will 
continue to change at a very accelerated rate by the 
6 cs of the economic growth and the population 
7 sion and the location of California proximity 
8 to that in the immediate future. 
9 We certainly live in a global economy, 
0 and our total future, interdependency, is upon how 
11 we respond to the opportunity and challenges that come 
12 from the Paci Rim. 
13 As we got into the project, however, 
14 to appear to us to be somewhat just simply 
15 more than how we deal the Pacific Rim, for it 
16 to give us tangible evidence of the tremendous 
7 changes that are place California, in our 
soc 1, our cultural, our political, and in our 
9 economic base. 
out of the report in ition to a lot of statistical 
information about the Paci Rim itself and what it 
for us. Of those four things, one was a question that 
le California did not recognize, that somewhat, 
in part because of the Paci Rim, we are going to 
continue to grow. 
California is a growing state. There 
PETERS SHORTHAND REPORTING CORPORATION 
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1 in California. We must be prepared for that kind of 
2 gLowth. 
3 It can be staggering in proportions as 
4 some people might suggest, but there's no way we can 
5 mitigate some growth in California, and our planning 
6 must p~epa~e ouLselves for that. 
7 Secondly, the report helped emphasize 
8 the cultu~al changes, the ethnic composition of that 
9 growing population. We're going to live in a different 
10 kind of California. The statistics that relate to 
11 that are evident to you and do not have to be repeated. 
12 The oft expressed statement that by the 
13 year 2000, more than 50 percent of the people of California 
14 will be non-caucasian is almost an absolute fact. 
15 We must remember that Califo~nia, and 
16 it has always been somewhat of an immigLant state--our 
17 history is based on immigLation from other countries, 
18 and it's being impacted greatly by immigration from 
19 the Pacific Rim countries looking at it from a broad 
20 perspective of 180 degrees from California, not just 
21 simply a 90-degree perspective out into the Pacific 
22 Basin. 
23 So, we must learn to live, deal, operate 
24 with different ethnic composition in our society, different 
25 culture, different priorities, different concerns than 
26 we once had in our state. 
27 This leads us to the conclusion that 
28 California is an international state. We are cosmopolitan 
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to be, and is 
to look upon ourselves 
of California. 
That's the way it's 
to change that. So, 
a totally different 
It's going to be based, primarily, upon 
6 our international relationships and how we respond 
7 to that will determine whether or not we have a sound 
8 economy in the future of California. 
9 There is one other factor that came out 
10 of all of this. It was a strong emphasis that we are 
11 now going to have to live a very harshly competitive 
12 kind of world. That competition is going to be 
13 exacerbated by the developments in the Pacific Basin. 







a tremendous popu 
resourcefulness 
, with great resources, 
many instances, are not 
potential trading partners for us, but they are 
com pet us, and we must be prepared for that. 
In that context, 's interesting for 
us to recognize what's happening in the Pacific Basin 
for are a few questions more succinctly demonstrating 
s or more s ficance to the future of California 
than how we deal with the explosive economic consequences 
and developments in Pacific Rim countries. 
Let me just recite a couple of them just 
to refresh your memory, to get them in the record, 
and make sure everybody is aware of what's happening 
SHORTHAND REPORTING CORPORATION 
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1 The wo£ld popula~ion has shif~ed from 
2 ~he A~lan~ic ~o ~he Pacific. Six~y percen~ of humani~y 
3 is ou~ in ~he Pacific Basin. By ~he year 2000, again 
4 ~ha~ seems ~o be some kind of a magical year, five 
5 of ~he ~en world's la£gest urban areas will be in ~he 
6 Pacific Basin: Number 1, Mexico Ci~y; Number 3, Tokyo: 
7 Number 4, Shanghai; Number 5, Beijing; Number 6, Decar~a. 
8 Now, we are sit~ing in ~he cen~er of 
9 ~ha~ world. I~'s very provincial ~o respond ~o ~he 
10 question of "Where is ~he cen~er of the world," by 
11 saying, "Where we're standing at ~he momen~," bu~ i~'s 
12 a simple fac~ of life. Because of our geographical 
13 loca~ion, we are a ga~eway, we are a~ ~he center of 
14 this exploding na~ure of ~he Pacific Basin, and we 
15 mus~ prepaLe for ~hat. 
16 A ~remendous amoun~ of our ~rade already 
17 rela~es ~o ~ha~ area, and you'll hear from some people 
18 ~oday who will be talking abou~ tha~. 
19 We are the leading provider already of 
7. 
20 services, technology, training, engineers, and consul~an~s, 
21 banking, and insurance for ~he Pacific Basin. Already, 
22 one ou~ of every ten jobs depends upon ~he Pacific 
23 Basin and our ac~ivi~y ~here. 
24 Jus~ as a simple measure, in ~erms of 
25 Pacific Basin coun~ries' in~eres~s in California, 47 
26 percen~ of all Japanese investmen~s in ~he United S~a~es 
27 come to California. 
28 We're a leading des~ina~ion foL foreign 
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comment to kind of put 
Pacific Bas context: More than two-thirds 
5 of the United States' gross national product was in 
6 
7 
relationship to As 
it was just one-
Pacific just 20 years ago when 
It has leapfrogged, in that 
8 short space of time, to representing two-thir:ds of 
9 the gross national product of California. 
10 
1 not 
We live in a competitive world. We are 
to sur:vive and expand and prosper economically 
12 unless we develop a competitive attitude in California. 
13 All of California's economic life has 
14 sort of on a laissez fair:e sort of attitude. 
5 We ve been able to succeed because we had some natural 
16 resour:ces, events came upon us which helped us to overcome 
17 various downs in the economic cycle, but we've been 
18 
25 
able to succeed without r:eal 
not going to work anymore. 
working at it. It's 
I most of you have seen the ce 
commercial on television where the actor gets up and 
, "We money the old-fashioned way. We earned 
.. Well, we never: did that in California, and from 
here on, we're going to have to start earning it, and 
t.hat _ceally is simply the challenge of the Pacific 
Rim. It is not. only factor, but. it is a major 
factor that lmpinges upon our ability to succeed in 
Califo:r-nia. 
PETERS SHORTHAND REPORTING CORPORATION 
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1 M~. Chai~man, I did not ~ead the statement 
2 that I p~epa.ced for the Commit tee, and I hope you'll 
3 excuse me f~om doing that. Sometimes, that's the better 
4 part of wisdom to do so anyway when appea~ing befo~e 
5 legislative committees. That's something I learned 
6 a long time ago. 
7 But, as I thought about this and I thought 
8 about the expe~ts that you're going to hea~ from during 
9 the rest of you~ hearing, it might be well for me to 
10 express some personal observations about all of this, 
11 which you might take great exception to, but at least might 
12 help focus attention on the questions. 
13 I am tremendously concerned that very 
14 few legislators, this group excepted, of course, very 
15 few public leade~s in ou~ state, and ha~dly a handful 
16 of the citizens of California ~ecognize the changes 
17 that are taking place in our state. 
18 We are not p~epa~ed to even discuss the 
19 issues as yet, and we must proceed to do so. 
20 So, what I'd like to suggest, somewhat 
21 half tongue-in-cheek, is that we take this Pacific 
22 Rim Task Force Report that the Economic Development 
23 Corporation put together and put it over here on one 
24 side, and we take a report that was just ~ecently printed 
25 and released by the Senate Committee on Technology 
26 and Science, a report put out by the Stanford Research 
27 Institute, and put it over here, and simply say to 
28 our legislators, "This is required ~eading fo~ you, and 
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a re these reports, we're 
to upon these reports." 
Now, are not holy bibles within 
s. do not total encompass all of the 
formation that ought to be available, but from these 
two reports, a good reading of them, would reinforce 
the minds of the people who would read these documents 
of the immense challenge that we have ahead of us. 
10. 
I'd say, let's just require our legislators 
are going to have to make major public policy decisions 
on these things that have a major factor to do with 
how we succeed in Cali 
~eading it. 
, and it would be worth 
Secondly, I would suggest to our legislators 
that--
CHAIRMAN DILLS: Asssemblyman Nolan Frizzelle 
s to corr~ent or ask a question. 
ASSEMBLYMAN FRIZZELLE: Mr. Monagan, 
I don't want to detract at all from your continuing 
, but be you a chance to wind up, or wind 
down, or whatever you want to call it, I want to ask 
a question that I think may has--is not addressed 
in this material as I browsed through it. 
California is not the only deep-water 
25 port on the West Coast, and--we have the Port of Vancouver, 
and we have certainly the harbor facilities in the 
State of Washington. Some day the Mexican government 
may wake up to what they're missing in their ability 
PETERS 
11. 
1 to provide deep-water harbors also for west to east 
2 ca_r_.cy ing of ca_r_go. 
3 When these things happen ou_r_ ha_r_bors--ou_r_ 
4 deep-water harbors have to compete. Also, we have 
5 to compete in such a manner, it seems to me, that the 
6 state's economy as a whole benefits and is not simply 
7 a dumping g.cound for whateve.c anyone wants to dump 
8 hc_r_ e. 
9 I think it's important to .cecognize what 
10 California has to offer, but also what California needs 
11 to get for it, and what we need to invest in. 
12 Now, my question relates, essentially, 
13 to the state's administration willingness and ability 
14 to commit to the deep-water harbor facilities in California 
15 and whether or not the state's economy as a whole is 
16 conside_r_ed adequate to kind of override some of the 
17 ju_r_isdictions in some of the harbor facilities .cegarding 
18 what port facilities are made available: dock space, 
19 cargo handling space? 
20 The Coastal Commission and the different 
21 ha.cbor facility oversight committees all have some 
22 kind of an input regarding how much d.cedging we do, 
23 and how much actual lineal dock space we provide. 
24 I don't think we've add.cessed that very 
25 adequately as a competitive state against other states 
26 that have very competent capacity to compete successfully 
27 against Califo.cnia. 
28 Now, what's our administ.cation--
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MR. MONAGAN: Well, is essentially 
was leading up to, Assemblyman Frizzelle, because 
that is-- se are the hard questions that 
to answer. 
Just quickly: 
Yes, there are ports in Vancouver. There 
7 are good ports Seattle. There's potential for Mexico, 
8 but in reality, California is still going to get a 
9 lion's share of that traffic, but we've got to prepare 
10 to handle the traffic that might be generated from 
2 There's going to be more trade, more 
13 people moving back and forth from the Pacific Basin, 





So, you make some very good points. 
We have to ld up public support some 
way to make the stment in all of the broad infras 
's going to be required for us to handle this 
We're going to get a lot of it, and we 
all of the negatives if we don't prepare 
it; but, if we prepare for it, we can profit from 
all of that. 
Let me talk about three or four things 
just quickly because my time lS about over. 
12. 
We're go to have an educational revolution 
PETERS SHORTHAND REPORTING CORPORATION 
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1 We're going 'lo have 'lo change 'lhe curriculum 
2 dr.as'lically. 
3 We're going 'lo have 'lo change 'lhe number 
4 of days tha'l children are in school. 
5 We're going to have to lengthen 'lhe hours 
6 'lha'l 'lhey go to class. 
7 We're going to hire better. and more teachers 
8 to educate people to live and work in 'lhis new kind 
9 of international socie'ly in which we're going to live. 
10 ASSEMBLYMAN FRIZZELLE: Wha'l are you 
11 going to do, throw out the unions? 
12 MR. MONAGAN: Pardon? 
13 ASSEMBLYMAN FRIZZELLE: Ar..'e you going 
14 'lo 'lhrow out the unions? 
15 MR. MONAGAN: Well, lha'l' s a p<Hen'lhe'lical 
16 'lhough'l we could debate, but we might have 'lo do some'lhing 
17 like 'lhat. 
18 Transportat-ion is a cri'lical elemen'l 
19 of all of this, and you make a very, very s'lrong point 
20 abou'l 'lhis. There are going 'lo be more ships. There 
21 ar.e going 'lo be more airplanes, car.rying mor..e people, 
22 and more produc'ls through and out of California. 
23 They come 'lhrough our major. airports. 
24 They come through our major seapor.'ls. 
25 Our major seaports and our major airports 
26 are loca'led, with some rare excep'lion, in 'lhe heart_ 
27 of highly urbanized areas. 
28 How are we going 'lo get mor..e planes and 
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sh with all the p.r.-oducts out of the areas even once 
get on stree s, , highways, _cail lines 
are h congested urban a.r.-eas if 
we 't now and make hard decisions 
which will be politically difficult to disrupt the 
u:t'ban areas to expand our ability to move that kind 
of t.r.aff ? 
We will e get the traffic in a very 
di ized sense, or we won't get it all. 
We're going to have to be prepared to 
establish a total new t:t'a program and retraining 
p_cogram for people, for kind of jobs--maybe even 
13 ou_c welfare system, besides, to provide a pe:t'iod of 
14 
5 
for retra ing people 
are going to be availab 
the kind of jobs that 
this economic--in this 
16 international kind of economy. 
7 
8 
We're go to have to invest in this 
future through the tax money 's required to do 
9 all of these things. Every one of these things that 




What you suggested would take money to 
So, we have to p_covide a way of getting 
to accept an investment in the future of 
In reality, I ink that's what the total 
challenge is us: Our ability to persuade the people 
if we want to have the right kind of 
PETERS 
1 of California, we're going to have to make that kind 
2 of investment. 
3 What's at risk is simply this: We're 
4 now in a changing, harshly competitive world, and we 
5 just prepare to compete or suffer the consequences 
6 of a deteriorating economic society, and that's really 
7 my total message. 
8 ASSEMBLYMAN FRIZZELLE: M.r.. Chairman, 
9 may I follow-up just a second? 
10 On this business of transportation, on 
11 the business of smog control and air. pollution and 
12 so forth, on the business of deepening the harbor subsoil 
13 structures and so forth to allow for different kinds 
14 of ca.r.go vessels and more of them, all of this some 
15 how or other is a package of advances or changes that 
16 a fairly la.cge g.coup of people committed to protecting 
17 the environment are against. 
They're not just letha.cgic about it. 18 I 










Now, it's hard enough to do business 
with that kind of thing that's gene.cated in the state 
and by the state in ou.c economy as it is, let alone 
bringing in a lot of additional'things f.r.om overseas, and 
we transport through California maybe to the expense 
of our envi.conment. 
As to the expense, what are doing--what 
is your department, your agency doing to seek data 
to demonstrate what kind of financial benefit accrues 
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of the use of the 
of 
out as an 
0 
stment? 
stance, which could 
to what we have to 
Is that kind of data fo.cthcoming? A.ce 
you on that of ? Have you got active 
lans, o.c do you want us, on a committee like this, 
to lp? 
MR. MONAGAN: Well, I think that's the 
ssage that I'm 
The 




is and the p.civate sector 
s. That formation can and is 
it s ing to be a very difficult 
16. 
ASS EMBL Y:rv'iliN ZZELLE: Under your direction? 
Axe do ? 
Our icula.c organization 
s 't of a catego:cy. 
We're of out here on the periphe.cy 
0 l of We'.ce a 
a state 
ASSEMBLYYiliN FRIZZELLE: Who does gathe.c 
that k of ? 
MR. MONAGfu"\1: The Depa.ctment of Comme.cce, 
Wor Trade ss would do s as fa.c as 
the state is conce.cned. 
ASSEMBLYMAN FRIZZELLE: But, that's all--that' 
1 MR. MONAGAN: Right. 
2 ASSEMBLYMAN FRIZZELLE: What are we doing 
3 with the state to prove to state taxpayers that they're 
4 going to get a compensating benefit out of the dollars 
5 that they have to spend in order to build this infra-
6 structure? 
7 MR. MONAGAN: I think that's the kind 
8 of information that has to be put together to make 
9 that kind of a sale, but if we don't--if we don't respond 
10 to these developments, we're going to get all the 
11 deleterious and negative factors whether we want them 
12 or not because ships are still going to come to our 
13 harbors, they're still going to bring more cargo, and 
14 if we're not prepared to move it by doing it in the 
15 most efficient, least damaging to the environment ways 
16 that we can, then we're going to suffer by not doing 
17 that. 
18 ASSEMBLYMAN FRIZZELLE: Thank you, Mr. 
19 Chair. 
20 CHAIRMAN DILLS: I'd like to welcome the 
21 Chair of the Select Committee on the Pacific Rim, Senator 
22 Paul Carpenter. 
23 SENATOR CARPENTER: Mr. Chairman. 
24 CHAIR~ffiN DILLS: Following through on 
25 what Assemblyman Frizzelle has made mention to, our 
26 Joint Committee on the State's Economy had a hearing 
27 in San Pedro recently, and we discussed, among other 
28 things, my Senate Bill 2059, which has been signed 
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and Oak to use monies 
se two to purchase 
s s outs of various--that two ports 
we:f..'e concerned. 
So we are something about that. 
11 has been passed. 
There will be others, I'm sure, needed, 
but what has brought out here is very, very significant 
and this of islative action, the PacWest 
se to Midland, Texas, or 
lopments couldn't take 
need 11 the he we can get in 
Legis z 
I must make, because One ob 
you know I been lar sted in education, 
that s Numbe.c 1 p.c , and I noted the days 
we were on 
a bus ss roundtable, and 
s' bill, we had 
d come before us and 
1 s a 1 of the th 
I'd ask them 
be t.axed to do ? 
t.he bush. 
Then, we 
we to do, and 
, "Are you willing to 
a lot of griping 
So yes, it's t.o have t.o be done 
done somewhat, but and should be done, and 's be 
has t.o , as you know. 
PETERS CORPORATION 
1 CHAIRMAN DILLS: Sena~o.r. P.r.esley. 
2 SENATOR PRESLEY: Mr.. Monagan, jus~ to 
3 follow-up on Mr. Frizzelle and Senator Dills, I couldn'~ 
4 agree with you more on education and ~ranspor~a~ion. 
5 These are two issues ~ha~ I'm hearing abou~ cons~an~ly 
6 as I move around, and Riverside Coun~y and San Bernardino 
7 Coun~y are probably ~wo of ~he fas~es~ g.r.owing counties 
8 in ~he s~a~e. 
9 These problems are really exacerba~ed--
10 ~ransporta~ion, educa~ion, all of ~ha~--in ~rying ~o 
11 keep up. 
12 The highway be~ween Orange Coun~y and 
13 Riverside Coun~y, 91, people are cons~an~ly complaining 
14 abou~ ~ha~, bu~ I have no~ received one le~ter from 
15 anybody saying ~hey're willing ~o pay ~wo ex~ra cen~s 
16 per gallon on ~he ~ax, or five cents, ~o do any~hing 
17 abou~ i~. 
18 We have Prop 4, ~he spending limi~a~ion, 
19 which I don'~ know how in the world we're going ~o 
20 ge~--I don'~ ~hink we should ge~ around i~. I ~hink 
21 we ough~ ~o jus~ face it head-on, and ~he repercussions 
22 from tha~ are ~hat we can'~ do any of ~hese improvemen~s 
23 tha~ you sugges~--~ransporta~ion, educa~ion, ~raining, 
24 or. any of these ar.,eas. 
25 It seems ~o me we'.r.e in a .ceal dilemma, 
26 and we have a poli~ical situa~ion in California, i~ 
27 seems to me, whe.ce each poli~ical candida~e ~.cies ~o 
28 ou~do ~he o~he.c one on ~he fact tha~ we'.ce no~ going 
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we need to be 
to lower taxes. 
is totally 
, and I couldn't 
but I'm just saying 
lity that we have to respond to that 
20. 











MR. MONAGAN: IS r.~ight_ • 
I totally That's very--that's 
on the-mark, and that's what. we have to do. 
We've somehow got. to get public and private 
leadership to help suade the pub of California 
of what we have to 
I I one would be--I think it's most 
foLt..unat..e that. the s not. ed the gas 
so we can mon s t.hr.ough to 
he in our Lean t..em. 
po itical, and I'm very 
sens ive to poli al as you would be. It.'s the 
polit t.ax you can on the public in California. 
don't. know 
goes ff. We 
discount 
address somet. 




t.hat t. s on; don't know when 
se subst..ant. 1 amounts of 
4 as a lem t.hat.. we have to 
's an appropriate and easy 
to ease trans 
to, 
tation problems. 
suade the public 
, or we can t accomplish all these 
CORPORATION 
21. 
1 this election year in either party for any office talk 
2 about these issues at all, and I think it's the most 
3 paramount issue we have facing us in CalifoLnia, and 
4 yet it's not part of the public debate at all. 
5 Somehow we have to raise it to that level 
6 before we can persuade people to accept the things 
7 that might have to be done, and they will not be easy. 
8 SENATOR PRESLEY: You know, I think probably. 
9 if some political candidate raised that, he'd probably 
10 ensure his defeat. 
11 MR. MONAGAN: It's very possible. 
12 SENATOR PRESLEY: One, one of things, 
13 it seems to me, that has to happen is the business, 
14 the chambers of commerce and people like that, have 
15 got to start this debate, start the educating of the 
16 public, and then make it easier for the politicians 
17 to move in. 
18 MR. MONAGAN: Absolutely. 
19 CHAIRMAN DILLS: I want to welcome another 
20 member of the Joint Committee on the State's Economy, 
21 Assemblywoman Teresa Hughes who got here in time to 
22 offer us her expertise in the field of education. She's 
23 the Chair of the Assembly Education Committee. 
24 As Mr. Monagan has just said, we're going 
25 to have to spend more money on education and change 
26 the direction, and so on, and I know that she will 
27 have some remarks to make before the day is over in 
28 that particular action. 
PETERS SHORTHAND REPORTING CORPORATION 
3336 BRADSHAW ROAD, SUITE 240 
SACRAMENTO, CALIFORNIA 95827 
2 ASSEMBLYWOMAN HUGHES: Thank you. 
CHAifu~N DILLS: All right. 
Mr. you completed your 
5 presentation? 





Thank you, Mr. Chairman. 
CHAIRMAN DILLS: Any comments or observations 
from members of the Committee? 
ASSEMBLYMAN FRIZZELLE: Yes. 
CHAIR~iliN DILLS: Mr. Frizzelle. 
ASSEMBLYMAN FRIZZELLE: Before we let 
you escape, Senator Pres brought up the business 
of commitment and the publ being aware, but there's 
one thing I'm aware of also and that's the fact 
that the state revenues have risen some $11 billion 
in the last three years. 
So, much of what we're talking about 
has to do with izing how we spend the money 
to make a--to give loft and maintain loft to the generation, 
actual , of e tax r.-evenues. 
That's why I th 's so important 
that we follow through on this business of gathering 
data regarding what we actual 
the harbors and of this 
produce because of 
state, to the economy 
as a whole, and to the state revenue pool. 
But, I don't know who to do it through. 
I'll turn to you suggestions regarding what department, 
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1 agency, or: what creation we ought to put together in 
2 order to take the lead in this type of initiative. 
3 I don't know that the public is all that 
4 teluctant to follow-thLough on constructive suggestions 
5 if we had any, but I don't see that we have any. We 
6 can recount the problem over and over, but regarding 
7 the solution, I'm not so sure that we have even tried 
8 that on the public. 
9 So, I'd look to you for suggestions. 
10 MR. MONAGAN: Okay. 
11 CHAIRMAN DILLS: Senator Carpenter. 
12 SENATOR CARPENTER: Bob, one of your 
13 calls for more information and more data on economic 
14 circumstances leads me to a subject that's dear to 
15 my heart, and that is the Board of Equalization. 
16 Now, the Board is about to, I think in 
17 the next year or so, increasingly computerize their oper:ation, 
18 and with that computerization, I think the Board then 
19 may well be able to turn out real-time economic data 
20 which would be of the kind of value that you're calling 
21 for. 
22 So, Nolan, I think, maybe the Board might 
23 be able to play a constructive role in presenting and 
24 collecting and disseminating this kind of information 
25 to those people involved. 
26 
27 on that. 
28 
ASSEMBLYMAN FRIZZELLE: Let's wo.r:k together 
SENATOR CARPENTER: Sure. 
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3 let the occas sl of ing that I think 
the work that you're doing is terrific, and it comes 
5 across the discussion because your rhetoric is 
6 as it should and 's very non-divisive, and I think 
7 if the legis leadership and the administration 
8 did likewise engage in less divisive rhetoric, that 
9 we could go a long way toward resolving some of these 
10 sues. 
11 Some people may not like labor unions, 
12 but they're here. Organized labor is here. Without 
13 regard to the merits, they are a fact. Some people 
14 may not like environmentalists, but they're here. 
15 And, again, without to the merits, they're a 
16 fact. 
17 We have a istic society, and to 
18 do some of the things you challenge us to do, 
19 we're going to have to bring people together. 
That's a tough process for politicians 
21 who worry about the next e and not so much about 
long-term bene s, don't look toward long-term benefits 
because putting a lot of money into an infrastructure, 
for example, which is absolutely essential, in my judgment, 
is something that won't bring returns for many, many 
years, maybe well past the next election, but we've 
27 got to do it. 
28 Sorry, for the speech. 
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1 MR. MONAGAN: I just didn't want to leave 
2 the impression that I was trying to suggest that the 
3 burden falls upon the Legislature OL our public officials. 
4 I think the only--a significant part 
5 of the burden tha~ falls upon them is that they are 
6 leaders of the state, and they have the capacity to 
7 help make the citizens more aware of what the problems 
8 are and what the demands are. 
9 The solutions may come over what Assemblyman 
10 Frizzelle talks about that the private sector has got 
11 to be at the forefront of this also, but somehow we've 
12 got to persuade both elements that they have a responsibilit 
13 so we can move ahead. 
14 I don't think the message is even out 
15 to enough people yet where we can elicit the significant 
16 response, but time is really running out for us because 
17 the changes that are taking place are corning so fast, 
18 almost every day we've lost time in trying to resolve 
19 them. 
20 That's not--I'm not trying to make a 
21 campaign speech of any kind. I really am seriously 
22 worLied about our ability to respond in a timely rnanneL 
23 to the circumstances that are developing in our state. 
24 I've used a lot more of my time than 
25 you allocated me, Mr. Chairman, graciously, and I 
26 appreciate it very much. 
27 CHAIRMAN DILLS: Would you be kind enough 
28 to respond to the question, if she has a question? 
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MR. MONAGAN: Of course. 
CHAIRMAN DILLS: Assemblywoman Hughes. 
ASSEMBLYWOMAN HUGHES: You know, Mr. 
a t. I was concerned about. unitary 
tax, and we've gotten over that. hump. 
In your testimony, you talk about. improving 
the data on trade, st.ment., and immigration flows 
between California and the rest. of the world for better 
understanding of the economy and really what. the Pacific 
Rim has t.o do with our economy. 
In the St.at.e of California, we know we 





are awa.r.e of 
and still deal 
How do we make cert.a that. our citizens 
the Pacif does for us economically 
t.h the immigrant. problem? Because 
17 the thrust. is "Buy American, 11 and when they see goods 
18 that. say in Korea" or something like that., how 
9 do you prove t.o that. 's okay for us t.o import. 
made Korea or other s in the Pacific 
Rim and st.il t.o the of buying American? 
How do we educate our constituents that. 
way? 
24 That's what. I want. to know. 
MR. MONAGAN: That's an excellent question. 
I sh I had an easy, snappy answer for you. 
But, we do have a strong need t.o strengthen 
our education system t.o educ our students about. 
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1 what all that's happening, and we do not have all of 
2 the facts and information that we ought to have because 
3 it's just available in the present circumstance of 
4 things, and we really do need to educate people that 
5 there is some value in buying things from Korea. 
6 But, there's also a need for us to get 
7 our manufactuLeLs and our farm producers to recognize 
8 that they've got to begin to manufacture and grow products 
9 that the marketplace wants, and not just necessarily 
10 what they'd like to manufacture and grow. 
11 So, we have a double-edged problem there. 
12 ASSEMBLYWOMAN HUGHES: I'm not as concerned 
13 about educating the young because they have a lot of 
14 time to learn. 
15 I'm talking about educating the general 
16 public about these things in the economy. 
17 How could your group work with the LegislatuLe 
18 to see that our constituents get that kind of information 
19 that they need, and particularly how the consumer knows 
20 whether they're really supporting or not supporting 
21 the California economy? 
22 MR. MONAGAN: I would hope that this 
23 Committee would not stop its work now and would proceed 
24 to elicit from people who are experts in the field 
25 to collect the information so that it can be put in 
26 a form where we can do the very thing that you're talking 
27 about. 
28 There is a need to stimulate awareness 
PETERS SHORTHAND REPORTING CORPORATION 
3336 BRADSHAW ROAD, SUITE 240 
SACRAMENTO, CALIFORNIA 95827 
TFI FPHONF 1q1R\ 1R?-?14'i 
28. 
1 and to get information and facts and disseminate them. 
2 ASSEMBLYWOMAN HUGHES: Thank you. 
3 MR. MONAGAN: Thank you very much, Mr. 
4 irman and members of the Committee. 
5 CHAIRMAN DILLS: Thank you. 
6 I'd like to welcome to the Committee 
7 hearing a member who belongs to both of the Committees 
8 that are here today, the Pacific Task Force on the 
9 Pacific Rim and the State's Economy, Senator Milton 
10 Marks, former judge, former assemblyman, present Chair 
11 of the Democratic Caucus. 
12 Welcome to the greatest port area outside 
13 of San Fransisco? 
14 SENATOR MARKS: I like that, thank you. 
15 CHAIRMAN DILLS: All right. 
16 Our next witness, Mr. Charles Nevil, 
17 President of Meridian Group. 
18 MR. NEVIL: Thank you, Mr. Chairman. 
19 Good morning, members of the Committee. 
My name is Charles Nevil. I am the President 
21 of Meridian Group which is an international marketing 
22 company, and I also have the privilege of serving on 
23 the California State World Trade Commission. 
24 As a professional international marketing 
manager, and as a member of the California State World 
26 Trade Commission, my eyes are glued and my attention 
27 riveted to t~~ Pacific Rim and tomorrow's trade valhala. 
28 If I believe everything I read and I 
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1 accep~ as Gospel all of ~he wisdom ~ha~ emana~es from 
2 columnis~s and wri~ers ~hroughou~ ~he Uni~ed S~a~es, 
3 I become cer~ain ~ha~ my own economic fu~ure is secure 
4 and ~ha~ my s~a~e can look forward ~o harves~ing an 
5 incredible boun~y which will lead ~o more jobs, financial 
6 stability, and good times. 
7 Woulds~ it were true, and quite as simplistic 
8 as some would have us believe. I, personally, am cau~ious, 
9 and my preference is ~o reach as deep into reali~y 
10 as I can so ~hat I will nei~her delude myself and my 
11 colleagues, nor become complacent as I wait for ~he 
12 boun~y of promised land of in~erna~ional trade. 
13 The s~atistics are overwhelming. A quar~er 
14 or more of ~he world's population resides in ~he Pacific 
15 Rim. Even ~oday, ~rade over the Pacific accoun~s for 
16 the largest volume of in~ernational ac~ivity and gives 
17 our California ports a volume of business of ou~s~anding 
18 dimension. 
19 Surely, ~his is a promise of good ~hings 
20 ~o come in ~he fu~ure, or are we lis~ening ~o a siren's 
21 song and forge~~ing ~o plug our ears lest we be lured 
22 in~o a false sense of securi~y. 
23 The projec~ed defici~ for U.S. ~rade 
24 ~his year is $180 billion. Four na~ions of ~he Pacific 
25 Rim--Japan, Korea, Taiwan, and Hong Kong--will con~ribu~e 
26 $85 billion ~o ~ha~ defici~. Clearly, ~he volume of 
27 ~rade already exis~s, bu~ a~ ~he moment it does no~ 
28 flow smoo~hly in bo~h direc~ions. 
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1 We must learn what the Pacific Rim is. Until 
2 we learn how to speak its language, and until our trading 
3 partners develop both a taste for our goods and open 
doors to more of our products, particularly agricultural 
5 products, California will not fully benefit from the 
6 potential which we all know exists. 
1 We've learned to use the name as a buzz 
8 Say, "Pacific Rim," and visions of endless, 
9 profitable sales flash through one's brain, but buzz 
10 words are dangerous and all too convenient. 
11 We have convinced ourselves that having 
12 failed to maintain our market share in so many other 
13 areas, all we need do is look across the Pacific and 
14 faster than a speeding bullet, we will be able to leap 
15 over tall international trade problems in a single 
16 bound. 
17 This conclusion is reached without most 
18 people realizing that the Pacific Rim includes Alaska, 
19 Canada, the United States, Mexico, the Pacific nations 
of South America, Australia, Indonesia, Malaysia, the 
Phillipines, South Korea, Singapore, Taiwan, China, 
Hong Kong, even Siberia, and Antarctica, and a few 
23 more assorted nations. 
There's no doubt about it; the potential 
25 is exciting. The possibility that economic development 
26 within Pacific Rim nations could lead to an increased 
27 demand for cvnsumer and industrial products certainly 
28 exists. 
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1 Of course, if Congress, the U.S. Congress, 
2 runs head-long down a path of protectionism, the ability 
3 for our country to trade with our Pacific Rim friends 
4 will be substantially diminished. 
5 Let us also remember that this not the 
6 age of Columbus. We did not discover the Pacific Rim 
7 and claim it for our own. Other nations, too, will 
8 look at the Pacific Rim as their market of tomorrow, 
9 and we will all be vying for a share of the pie. 
10 Let's assume that doors to trade remain 
11 open; let's assume that presently viable economies 
12 remain stable, and lesser developed Rim nations reach 
13 new plateaus of economic well-being and develop healthy 
14 buying appetites. 
15 How can we miss? 
16 Very easily. 
17 The United States has never been a nation 
18 which believed it had to export or die. Our voracious 
19 consumer appetite and our lack of buying chauvinism 
20 has made us the perfect target for the marketing efforts 
21 of others. 
22 The proof of that fact is in our trade 
23 balance figures. We seem to have forgotten that there 
24 is no free lunch. If we're going to import the way 
25 we have in recent years, we must export, or indeed, 
26 we will die. 
27 The problem may well be that we no longer 
28 have the know-how and the moxie required. We may be 
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too emotional fat, and we may have forgotten that the 
2 tortoise won the race by be steady. 
3 California, a nation state, has opportunities 
4 unique in the U.S. because of our broad industrial, 
5 consumer, and agricultural base. We have a responsibility 
6 to lead the United States into the promised land of 
1 tomorrow's Pacific Rim. 
8 Lest you think I've been only negative 
9 in my presentation thus far, let me assure you that 
10 I sincerely believe we will recognize our destiny and 
11 vigorously meet this challenge in the following manner: 
12 Number 1, we will educate ourselves and 
13 our children to understand the languages, the mores, 
14 and the cultures of our Pacific Rim partners. California 
15 is already moving in this direction through some recently-
16 signed legislation to make this sort of education a 
17 part of our school curriculum. 
18 Number 2, we're in the process of opening 
19 a State of California office in Japan, and I believe 
that other such offices can and will be opened in the 
21 Rim in the future to create an understanding through 
trade, tourism, and business development. 
Number 3, California citizens, like 
24 me, working with our World Trade Commission staff will 
25 devote time and energy to the task of acquainting our 
manufacturers and agriculturalists with the need to 
27 become involved in Pacific Rim trade. We will teach 
28 them how to do the job, and we will help them with 
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1 their financing needs through our state export finance 
2 bour. d. 
3 Number 4, Califor.nia, through its government, 
4 will bring its influence to bear in Washington. We 
5 will work our state's federal legislative body to create 
6 an Amer-ican envir.-onment which will make pr.ogressive 
7 trade possible in the Pacific Rim and elsewhere. 
8 Our World Trade Commission is, and will 
9 continue to be, proactive, constantly working for the 
10 creation of a California presence in the Pacific Rim 
11 that will serve as a role model for. our entire nation. 
12 Number 5, finally, Californians will 
13 be inspired, and thus will thus inspire other Americans 
14 to return to the day of the yankee trader. We will 
15 not stand idly by viewing our expectations and assuming 
16 the world is waiting for us. We will compete. We 
17 will do what must be done to develop trading partnerships 
18 which are fair and progressively equitable for all. 
19 I have personally often expressed a fear 
20 that unless we change our way, the greatest "have" 
21 nation in the world could soon be populated with the 
22 greatest number of "have nots." 
23 I really don't believe that anymore because 
24 we, in California, are too energetic and too concerned 
25 to let that happen. 
26 It will be hard work to gain entry into 
27 that future wo:cld of the Pacific, but Amer.ica needs 
28 that entry if we are to continue our growth and prosperity. 
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2 
3 
we already know that Pacific Rim must be more than 
a zz 
5 
It must become our lifestyle. 
Thank you very much. 
CHAIRMAN DILLS: Thank you, sir, for 
6 your excellent presentation. 
7 Any questions or comments? 




ASSEMBLYMAN FRIZZELLE: What's the Meridian 
MR. NEVIL: We're an international business 
12 management company. We export. 
13 ASSEMBLYMAN FRIZZELLE: Following up 
14 on the previous testimony, one of the things that occurs 
34. 
15 to me is the fact that a lot of people in other countries--
16 Korea, Taiwan, and so forth--are manufacturing for 
17 what we are willing to buy. 
8 I'm wondering to what degree we seek 
9 to determine what we might best manufacture that they 
will buy. 
21 We think in terms of producing what we 
25 
26 
produce best, and hope to make it saleable, and we're 
thinking in terms of becoming an agrarian nation or 
state again and relying only on agriculture. 
I wonder if maybe we're missing the bet. 
A lot of trends in the world, a lot of 
27 the mystique f this product and that product, even 
electronics, were essentially established in this country 
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1 by ent.cepreneurs, and the demand for it was established 
2 here. 
3 I'm wondering if we have thought in terms 
4 of using some of the people, for instance, who come 
5 from other countries in the Pacific Rim as agents, 
6 as people who potentially could help us determine those 
7 kinds of lifestyle- and tradition-setting circumstances 
8 that would induce people in other countries to buy 
9 our. products, or our ideas about products, if we were 
10 to produce them? 
11 I don't know how far we have plumbed 
12 the depths of what they want, or are we only going 
13 to produce what we want to produce and try to cram 
14 it down other people's throat without add.cessing the 
15 lifestyle, the traditions, the backgrounds that induce 
16 them, maybe through some modification and changes, 
17 to buy whole new lines of products? 
18 MR. NEVIL: You covered so much area 
19 there, I'd like to try to pick it apart a little bit. 
20 Needless to say, one of the problems 
21 in Arner:ica has been the history of our accidentally 
22 exporting a large volume of product and taking our 
23 place in the world market because we could make things, 
24 and many other nations, at the time we were in our 
25 hayday, couldn't. 
26 You're right. We have become so complacent 
27 that our attitude is, "We make it; you buy it, or else." 
28 We liken that to saying, when you take your Japanese 
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1 te sion set out of its box, does it come with English 
2 tructions or Japanese. Well, if it was made in 
3 Ame.rica sent to Japan, it would come with English 
4 instructions, not Japanese. They are much more hip 
5 than we are. 
6 The problem has been that we Americans 
7 have not yet started to change, or if we're starting 
8 to change it's very slow. It may even be too late 
9 to get the bounty of what change could have brought 
10 us earlier on. 
11 We could use the resources of the immigrant 
12 population to get some information; but you see, we're 
13 the cause of the change in buying style overseas. Our 
14 very lifestyle has created new needs in other countries. 
15 We cr.eate swimming--I sell swimming pool equipment, 
16 among other things, and have for 25 years. Well 25 
17 yea.rs ago, was a joke that I even wanted to sell 
8 swimming pool equipment to them people over there, 
19 in quotes, that don't even bathe. Today, them people 
over there that don't bathe have hundreds and hundreds 
of manu s of swimming pool equipment, a traditional 
22 California export. 
I think we have to use our own resources, 
as well as those resources that come to us, to do proper 
25 market research, to change our ways from the traditional 
26 manufacturing patterns, and to start feeling it is 
27 necessary to illake those products that people overseas 
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1 All of this gets into the "yankee Lcade_r_" 
2 mentality being flexible, a lot of things that we 
3 have not had to be, particularly in Califo_r_nia. 
4 The problem of being so successful is 
5 that it's you_r_ own undoing, and the problem of creating 
6 new lifestyles is that when these lifestyles are created, 
7 just as when we invent a chip and the Japanese recreate 
8 it and make it a better, more useful chip, we aren't 
9 fast enough to catch on to the subtlety of what it 
10 is we're doing. 
11 So, we have a lot of training to do with 
12 our manufacturing and growing base to make them fit 
13 into the new-wo_r_ld lifestyle which does not have America 
14 as the only Number 1. 
15 ASSEMBLYMAN FRIZZELLE: Now, you're talking 
16 about management and management viewpoints and policy 
17 decisions of management. 
18 Senator Keene discussed the business 
19 of--and I did too, of unions and so fo_r_th and prejudices 
20 one way or another, and I think in every country there are 
21 unions to some extent. 
22 It's not a pro o_r_ anti union thing that 
23 makes us make the kinds of products that can sell there, 
24 but we do go overseas for labor that is less expensive 
25 than it is here, and the bookkeeping, I think, has 
26 a lot to do with the so-called "trade deficit." 
27 I suspect that f_r_equently we have a large 
28 paLt of ownership of companies that a_r_e manufacturing 
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1 goods and services in other countries that we export 
2 to ourselves, actually, having only used the labor 
3 there. 
But, I'm plumbing the business of what 
5 you referred to--this taking of--it takes work. It 
6 takes an agressive effort to actually uncover and open 
7 up those ways in which we might expand what foreign 
8 nationals are willing to buy, and it seems to me that 
9 we've not even addressed it. 
10 Since you're involved in this export 
11 business a great deal and import, I presume--
12 MR. NEVIL: No, sir. just export. 
13 ASSEMBLYMAN FRIZZELLE: --your viewpoint 
14 ought to be particularly significant regarding how 
15 you make your market analysis; how you try to place 
16 your product; what kind of expertise you try to use 
17 in arriving at those conclusions. 
18 It seems to me that people who understand 
9 foreign traditions and foreign lifestyles and the kinds 
of modes of life that might induce people to new products 
21 are under-utilized. 
22 MR. NEVIL: To a large extent, I agree. 
I think one of the problems in using 
24 that resource, however, is that when a person comes 
here to reside, they want to adopt this lifestyle and 
26 turn off the lifestyle that they left. 
27 So, they become a slightly lesser resource 
28 than the person that's still in the field. 
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1 You brough~ up a poin~, which I ~hink 
2 needs addressing: A company like mine survives only 
3 because i~ expor~s. We do no~ have a domes~ic or an 
4 impor_~ ac~ivi~y. 
5 In or_der for us ~o find ou~ wha~ ~he 
6 mar_ke~place is wan~ing, we have ~o be ex~remely sensi~ive 
7 ~o ~he demands and sugges~ions of our_ represen~a~ives 
8 overseas, and we have ~o go in~o ~he marke~place. 
9 Remember, one of ~he o~her issues of 
10 dealing in a marke~place is you have ~o go in~o i~ 
11 ~o sell ~o i~. We've been a li~~le bi~ lazy in ~his 
12 coun~ry. We've been wai~ing for people ~o come ~o 
13 us and knock down our doors saying, "I wan~ ~ha~." 
14 We don'~ aggressively addr_ess ~rade ~he 
15 way we used ~o. 
16 So, while in principle, I agr_ee wi~h 
17 your_ ~heory of using ~he resources, I ~hink ~ha~ ~he 
18 bes~ resources, which are available ~o us, are only 
19 available ~o us if we go in~o ~he marke~place and s~ar~ 
20 knocking on ~heir doors while ~hey're ~here residing 
21 in ~heir coun~ry of demand. 
22 Tha~'s really ~he issue ~ha~ I ~hink 
23 we should ~ry ~o ge~ more Californians involved in. 
24 I People some~imes laugh when ~he s~a~e 
25 says one of i~s major effor~s are ~rade shows, bu~ 
26 our: World Trade Commission's ~rade show ac~ivi~y has 
27 been monumen~al in ge~~ing our manufac~urers overseas 
28 ~o go face-~o-face wi~h ~hese people who will say ~o 
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1 them, "You'r:e making that, and I don't want that. But, 
2 if made it this way, I'd warit it." 
3 It's really important that we get much 
mor:e encountering going on so that our: manufacturing 
5 base can lear:n what the marketplace wants, and then 
6 we'r:e going to have to lear:n how to make it competitively. 
7 It isn't just labor:; that's certainly a major: factor:. 
8 It wasn't just the har:d dollar: that put us out of business, 
9 either.~. 
10 It's a mental problem; it's an attitude; 
11 it's an indifference; it's laissez fair:, as Mr:. Monagan 
12 talked about befor:e. 
13 We have a lot mor:e marketing homework 
14 to do, and it's a management problem. 
15 CHAIRMAN DILLS: Thank you. 
16 Any further: comments of questions. 
17 (No response.) 
18 Mr:. Nevil, we thank you ver:y much for: 
19 your: presentation. 
MR. NEVIL: Thank you. 
CHAIRMAN DILLS: Gr:eg Mignano is not 
available today. He's a little bit indisposed. 
Car:y Walker: a tr:ade information specialist 
24 is her:e, and we will go to number: 4 at the present 
25 time. 
26 MR. WALKER: Thank you, Mr:. Chairman, 
27 members of tn::; Committee. 
My name is Cary Walker:. I'm a tr:ade 
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1 policy specialist. wit.h t.he Wor.ld Trade Commission. 
2 Mr. Mignano regrets t.hat. he was unable 
3 to make it this morning, but. I'm here in his place, 
4 and I would like t.o read for you his prepared testimony. 
5 The debate over how t.o restore balance 
6 t.o t.he international trading system has caused public 
7 officials t.o reexamine current. policies and programs 
8 intended t.o increase exports. 
9 Today, we hear a good deal about. t.he 
10 need for sweeping reform of U.S. t.rade law, along wit.h 
11 new programs and institutions to address our nation's 
12 severe t.rade deficit. We're told the only way to restor.e 
13 our preeminence is through protectionism; yet, as America's 
14 gateway to the unprecedented prosperity of the Pacific 
15 Rim, California holds a unique appreciation of unrestricted 
16 two-way trade. 
17 Our industries thrive on the cooperation 
18 and competition of a new global economy. From cotton 
19 to computer chips, California sells a huge share of 
20 it.'s production t.o overseas customers. 
21 We cannot allow officials to tr.eat California 
22 as a tired and timid global competitor that lacks confidence 
23 in the ability of its diver.se and dynamic indust.r.-ies 
24 to respond t.o the global challenge. Protectionism 
25 merely attempts to deflect attention for the reasons 
26 for America's trade deficit. 
27 Today, California is among several states 
28 retooling t.o meet the international economic challenges 
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1 of the coming decades. 
2 I am here as a trade policy specialist 
3 Cali ia World Trade Commission, a state 
agency that brings together California business leaders 
5 and highest ranking government officials. The commission 
6 works to expand overseas market opportunities and sharpen 
7 the international competitive skills of California 
8 business. 
9 California's private sector has set forth 
10 an agenda to restore our global competitiveness. The 
11 reports and recommendations of various think tanks 
12 and task forces abound. It is now time to act. 
13 The commission is in business to meet 
14 the needs of our trade community with a coherent set 
15 of cost-effective programs that experienced exporters 
16 tell us can best be performed by the state. 
17 In many instances, states have adopted 
18 trade expansion programs piecemeal. 
19 California, however, has developed a 
broader trade policy. We've done so by working directly 
21 with our state's international business community. 
Near years ago, the World Trade 
Commission adopted a statement of principles that represents 
24 California's trade policy. In embracing these principles, 
we recognize that California, the world's sixth largest 
economy must increase exports and resist measures aimed 
27 at curbing il,,ports. 
We affirm the need for sound export 
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1 policies, st.1.ong business se1.vices, and il well-developed 
2 infrastructure and t.ransport.at.ion syst.em. 
3 We call for act.ion t.o st.rengt.hen t.he 
4 compet.it.iveness of our industries, expand thei1. overseas 
5 sales' oppo1.tunities and remove foreign l1.ade barriers. 
6 We pointed to t.he need for competitive expo1.t financing 
7 and cautioned fede1.al authorities against. rules and 
8 regulations that would tarnish California's overseas 
9 1.eput.ation as a reliable supplier. 
10 At. the same time, we urge vigoLous enforcement. 
11 of existing U.S. trade laws that. protect. our workers 
12 from unfair foreign competition, and we let ouL exporters 
13 know that t.he commission would wo.ck with t.hem t.o overcome 
14 government attempts to interfere in their business. 
15 Each year these p1.inciples aLe ceviewed 
16 by the commi~>sion and, against them, we test our prog1.ams. 
17 Recently, Lieutenant Governor McCarthy 
18 placed before the commission a very thoughtful and 
19 comprehensive trade policy report. This document reaffirms 
20 the programs undertaken by the commission since its 
21 inception. 
22 The commission has laid the groundwork 
23 for California's first sustained effort at export expansion. 
24 Four years ago, the state was spending less t.han $500,000 
25 a year t.o market California products abroad. Today, 
26 America's leading trading state is investing over $10 
27 million annually to launch what Gove1.no1. Deukmejian 
28 has called a "export offensive." 
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1 Our four-par~ s~ra~egy includes ac~ivi~ies 
2 ~o: one, s~imula~e overseas demand for California 
3 goods and services; ~wo, provide expor~ers wi~h ~he 
prac~ical informa~ion needed ~o marke~ ~heir produc~s 
5 abroad; ~hree, furnish ~hem wi~h financial assis~ance. 
6 Finally, we have forged ahead of o~her 
7 ~rade developmen~ agencies by working ~o shape public 
8 policies aimed a~ enhancing ~he global compe~i~iveness 
9 of our indus~ries. To sell ~heir produc~s overseas, 
10 our expor~ers have ~o ~read ~hrough a minefield of 
11 obs~acles including a weak world economy, foreign marke~ 
12 barriers, and America's own confusing se~ of legal, 
13 regula~ory, and administrative restric~ions. 
14 S~ill, California enjoys a unique renown 
15 and s~rong demand overseas. Up ~o one-half of our high-
16 ~echnology equipmen~ is sold abroad, along wi~h 20 
17 percent of our farm produc~s. 
The World Trade Commission is ~aking 
19 lead in aler~ing California business ~o sales 
oppor~uni~ s in the Pacific Rim. From ~hese firms 
ll come mos~ of California's new jobs in ~he decade 
ahead. We are giving~hem affordable oppor~uni~ies 
23 ~o take par~ in many of ~he world's premier ~rade 
shows. 
25 In fac~, ~he commission .cecen~ly launched 
26 i~s 1986 worldwide export promo~ion d.cive wi~h a ~our 
27 of ou.c leadi~g Asian marke~s. These even~s pay off. 
As a direc~ resul~ of ~heir par~icipa~ion, 
PETERS SHORTHAND REPORTING CORPORATION 
44. 
45. 
1 companies led by the commission went to shows in Japan, 
2 KoLea, Taiwan, and Hong Kong aLe alLeady pLojecting 
3 upwards of $6 milliori in overseas sales. This yea.r: 
4 we will lead well over 100 firms to a dozen trade shows 
5 in Europe, Asia, and Latim Ame.cica. 
6 Helping ou.c ag.cicultu.cal exporters unea.cth 
7 new ma.ckets overseas is the aim of a new $5 million 
8 export incentive prog.cam now unde.cway. This program 
9 is helping to fund promotion, ma.cketing, and technical 
10 .cesea.cch that will enable ou.c farmers to ove.ccome many 
11 of the fo.r:eign ba.c.r:iers they now face. 
12 The commission works with organizations 
13 statewide to sponsor conferences and semina.cs that 
14 focus on overseas sales oppo.ctunities in specific 
15 countries o.c .cegions. We research foreign ma.cket trends 
16 and publish a guide that contains information about 
17 services available to companies contemplating expo.ct. 
18 Trade shows, overseas missions, and fo.ceign 
19 market information are valuable promotional tools; 
20 yet, we are convinced that traditional methods of promoting 
21 exports must be accompanied by new, mo.ce assertive 
22 programs that the private sector tells us are needed 
23 to enhance California's global competitiveness. 
24 Promising to speed the development of 
25 our promotional activities this yea.c is a unique computerizec 
26 tLade lead system capable of matching California produce.cs 
27 with foreign buye.cs. This system will enable us to 
28 meet the new demands placed upon the commission by 
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~rade offices in Tokyo and London. 
These offices will bolster current promo~ional 
activities and enable us ~o more assertively market 
ifornia products ~he Pacific Rim and throughout 
the Eu.copean community. 
Last year, ~he World Trade Commission 
expanded its ne~work of services ~o include one that 
is making it easier for small- and medium-sized expor~ers 
to qualify for financial assis~ance from their local 
banks. 
Since ge~~ing underway only several months ago1 
our expor~ finance program has supported $16 million 
in overseas sales. Working wi~h us ~o finance ~hese 
exports are nearly 50 California banks. Mo.ceover, 
several major ins~i~u~ions have begun ~o in~roduce 
the program ~h.coughou~ their branch sys~ems. 
California is banking on i~s expo.c~ers. 
With s~rong support from the priva~e sec~or, ~he commission, 
this year, is moving forward wi~h a proposal ~o more 
~han double ~he program's $2 million .ceserve fund, 
is used ~o guarantee qualified expor~ loans. 
Of course effo.cts to preserve our competitive 
edge in world markets must begin wi~h ~he basics. Tha~'s 
why California is s~epping up its ac~ivi~ies ~o prepare 
our young for ~he s~ate's growing role in today's world 
economy. 
This year's budget con~ains $1 million 
for new Pacific Rim research and educa~ion .cograms, alon 
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1 wi~h $480,000 ~o encourage ~he ~raining of elemen~ary 
2 and high school s~uden~s in foreign affairs and world 
3 languages. 
4 ASSEMBLYWOMAN HUGHES: Could I ask a 
5 ques~ion? 
6 Where is ~ha~ money going? !s i~ ryoing be 
7 be placed in ~he s~a~e educa~ion depar~men~, and who 
8 will make ~he decision where ~hose programs ~ake place 
9 in ~he s~a~e? 
10 MR. WALKER: The in~erna~ional s~udies' 
11 projec~, if you're speaking ~o ~ha~, will se~ up six 
12 cen~ers ~hroughou~ California, chosen by ~he Depar~men~ 
13 of Educa~ion, and ~hose have been selec~ed as I unders~and 
14 i~. 
15 ASSEMBLYWOMAN HUGHES: They've been selec~ed 
16 al.r.eady? 
17 MR. WALKER: Yeah, ~hey have, and I'll 
18 have ~o ge~ back ~o you--I know one is righ~ here 
19 in Long Beach, one cen~er, and ~hese--~his program 
20 is designed ~o ~ranfer--~o channel universi~y exper~ise 
21 in world affairs and foreign languages ~o ~he classrooms 
22 K ~hrough 12. 
23 ASSEMBLYWOMAN HUGHES: All .r:igh~. 
24 When you say universi~y--
25 MR. WALKER: Basically, ~eaching ~eachers 
26 ~o ~each s~uden~s. 
27 
28 
ASSEMBLYWOMAN HUGHES: Okay. 
Is i~ ~he S~a~e Universi~y, or ~he Universi~y 
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1 of California? 
2 MR. WALKER: I~'s a~ ~he K ~hrough 12 
3 level. 
ASSEMBLYWOMAN HUGHES: No, bu~ you said 
5 universi~ies have been doing research, and I'm asking 
6 
7 
you which universi~ies? Priva~e universi~ies, our I 
own sLate unive~sity system, o~ the University of Califo~nia~ 
8 Who has done ~he preliminary work? 
9 MR. WALKER: Well, ~here are several 
10 progr.ams here. 
11 The $1 million ~ha~ I men~ioned is going 
12 ~oward Universi~y of California sys~ems, primarily. 
13 For ins~ance, ~he Universi~y of California a~ San Diego 
14 is launching a Pacific Rim gradua~e program, and ~here are 
15 seve.cal ot.he:cs. 
16 The Unive:csi~y of California, fo:c ins~ance, 
17 programs abroad--st.udy programs ab:coad are being funded 
gr.ea~ly, and so for~h. 
19 ASSEMBLYWO~iliN HUGHES: So, as we :ceview 
t.he Universi~y of California's budge~ t.his coming year, 
11 t.hat. money show up or is ~his privat.e money ~ha~ 
22 you have coming in~o t.hem? 
MR. WALKER: No. 
24 I~'s in ~his year's budge~. 
ASSEMBLYWOMAN HUGHES: All right. 
Will we receive any information o:c--I 
don'~ need ~c ask you t.ha~. 
I'll ask t.he superin~endent. of public 
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1 instruction about where these programs are going to 
2 be placed, because I'm wondering if any of my colleagues 
3 had any input into where these kinds of programs--or 
4 the chairman of this committee, will be placed throughout 
5 the state. 
6 CHAIRMAN DILLS: I share the community 
7 of Long Beach with Senator Bob Beverly. 
8 I have no information, and this is my 
9 first knowledge that such a thing is taking place at 
10 all. 
11 MR. WALKER: I would be--
12 ASSEMBLYWOMAN HUGHES: I would ask that 
13 the Chair seek that information for all the members 
14 of the Legislature because this is something that we 
15 should have had input into and know what the commission 
16 and the superintendent are doing in our respective 
17 distr.icts. 
18 CHAIRMAN DILLS: Thank you. 
19 It will be done. 
20 MR. WALKER: Please feel fr.ee to contact 
21 the commission office for that information. 
22 CHAIR~ffiN DILLS: Thank you. 
23 MR. WALKER: In addition to education, 
24 I should say that what sets California apar.t fLom the 
49. 
25 export promotion efforts of other states is our determinatio 
26 to influence trade policy. 
27 Following two leadership missions to 
28 Tokyo last year, the Japanese agreed to lower duties 
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5 
il Taiwan ~o ~oughen i~s in~ellec~ual 
laws, a~ ~ giving relief ~o California 
manu of aerospace par~s, high-technology equipmen~, 
5 pharmaceuticals, and wearing apparel. 
6 This year, our effor~s will cen~er upon 
7 ~he upcoming round of interna~ional trade talks which 
8 11 bring together representatives of over 90 nations 
9 belong to the General Agreement on Tarrifs and 
10 Trade, known as the GATT. Seven rounds of negotiations 
1 s World War II have slashed duties worldwide. Today, 
12 the average tariff on manufactured goods among major 
13 countries is 5 percent, down from 40 percent when the 
Lr:e was s 
15 Unfortunately, s have been replaced 
16 by so-called voluntary restrain~s, orderly marketing 
17 agreements, export subsidies, and an imaginative array 
18 of non-~ariff barriers tha~ deprive people of better 
lity at lower ices. 
carne up 
4 0-page 
Recently, the World Trade Cornrniss 
a few examples of these barriers in a 
to the slature on Pacific Rim trade 
barriers to California farm products. 
Think about that for a rnornent--400 pages 
of trade barriers in the Pacific Rim alone. 
Unlike any previous round, upcoming 
internationa_ trade talks will focus not on tariff 
reduct , but on c ifying and updating the rules 
PETERS SHORTHAND REPORTING CORPORATION 
1 of trade. 
2 Now, in the GovernoL's Washington D.C. 
3 office is a special representative of the World Trade 
4 Commission who is woLking to make suLe fedeLal negotiators 
5 address the interests of California industries. 
6 I'm pleased to tell you that the priorites 
7 set forth by the commission, on behalf of California 
8 business one year ago, will be on the agenda when our 
9 negotiators travel to Geneva next month. 
10 These talks must produce an agreement 
11 to reduce agricultural subsidies which have devastated 
12 California's farm industry. They need to strengthen 
13 pLotection of intellectual property rights, such as 
14 patents, copyLights, and computer software. In addition, 
15 negotiators face the task of improving the method of 
16 settling disputes among member nations of the GATT, 
17 which must be given the ability to enforce its decisions. 
18 From these talks must also come rules 
19 to govern the growing trade in services. As AmeLica's 
20 Pacific Rim gateway, California hosts a wealth of service 
21 industries from finance to freight forwarding that 
22 are tied directly to trade. 
23 California's own John Young, who headed 
24 the President's Commission on industrial competitiveness, 
25 pointed out that, quotes, "government cannot legislate 
26 success; the responsibility for being competitive falls 
21 to the private sector." 
28 The World Trade Commission recognizes 
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government assistance, and no wonder; most of the problems 
can ing not only from misguided 
economic s but also from ambiguous, restrictive, 
5 and often contradictory regulatory and administrative 
6 requirements. 
7 Severe pressure from foreign competition, 
8 increasingly rapid technological change, and global 
9 economic integration are affecting our workers and 
10 our industries as never before. Consequently, trade 
52. 
1 is now central to Cali ia's overall economic development 
12 str-ategy. 
13 The state is responsible to see that 
1 our industr s and our workers are given the opportunity 
5 to compete for the share of today's international 
prosperity. 
17 The World Commission intends to 
make sure California meets that responsibility. 
Thank you. 
I'd be happy to take your questions. 
CHAIRMAN DILLS: Thank you. 
Senator Carpenter. 
SENATOR CARPENTER: You mentioned 400 pages 
24 of trade barr s to agricultural products, is it also 
your intention to take a look at the trade barriers 
to manufactured products? 
MR. WALKER: Yes, and this gives me an 
CORPORATION 
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1 year.-, Senator, your.- bill, that dir.ects the commission--
2 that permits us to look at the trade bar.r.ier.s in manufacture 
3 pr.oducts thr.oughout the Pacific Rim as well as tr.ade 
4 bar.riers in ser.vices and as well as studying export 
5 destination. 
6 I think this is critical. It will help--these 
7 kinds of studies help us tr.emendously in ar.ming our. 
8 special representative in Washington D.C. with the 
9 information that she needs to go to the United States 
10 trade representative, to the U.S. Commer.ce Department, 
11 and to an ar.ray of federal officials and tr.ade negotiators--
12 ar.ming them with the information they need to place 
13 our interests on the table in Geneva. 
14 I think this is absolutely critical, 
15 and our study on trade barr.iers in agr.iculture was 
16 extr.emely well-received not only in California but 
17 in Washington D.C. It was cited by feder.al officials 
18 a number of times, including Senator Pete Wilson, as 
19 recently as last week, when he came to California. 
20 So, I really would--I commend the Legislature 
21 for. its activities in that regard. 
22 Thank you, Senator for giving me the 
23 opportunity. 
24 CHAIRMAN DILLS: Thank you. 
25 Any other questions or. comments? 
26 (No x.-esponse.) 
27 Thank you very much for. your. presentation 
28 and your director, if that's the correct title. We 
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MR. WALKER: Thank you. 
CHAIRMAN DILLS: There has been another 
--a member of the Joint Committee 
on the State's Economy who has joined us during the 
6 testimony that we just received, Senator Newton Russell 
7 sitting over here at end of the table. 
8 
9 
Happy to have h 
member, and always help 
here--always a good 
10 We're going to alter the agenda in order 
1 to accommodate Mr. Peter Gourevitch, who is the Dean 
2 of the Graduate School of International Relations and 
3 Pacific s, who has an important engagement, I 
take it, in San Diego and would like to be able to 
5 meet that engagement. 
16 So, number 8 on the agenda, proceed. 
17 MR. GOUREVITCH: Thank you, Mr. Chairman, 
8 and I apprec very much your willing to accommodate 
my schedule. 
Mr. Chairman, members of the Senate, 
members of the Assembly, thank you for the opportunity 
to talk to you this morning. 
For California, the Pacific Rim is both 
24 an opportunity and a challenge. The opportunity lies 
the rapidly growing wealth of the region, a target 
for trade. The challenge stems from the issues of 
27 economic competi , national security, foreign debt, 




1 The policy's Lesponses need to face both 
2 the challenge and the oppoLtunity involving many of 
3 the elements addLessed the CEDC r:eport. 
4 I would like to take my few minutes with 
5 you this moLning to talk about one aspect of -that 
6 is to say, the education aspect and the issue of 
7 human LeSOULCe training. 
8 A stLong educational system is an indispensabl~ 
9 ingredient of a stLong economy. We all know the poweLful 
10 economic motoL pLovided by California's science and 
11 technology. Silicon Valley is an international symbol 
12 foL the inteLact of univeLsity-based Lesearch, 
13 technological innovation, and successful product development 
14 The univeLsities, public and private, 
15 which pLoduce those products is based on a vitally 
16 important primaLy and secondaLy school system. 
17 Now, we'Le used to appreciating the importance 
18 of science and technology to OUL economy and to meeting 
19 foreign competition. In contrast, it seems to me that 
20 we aLe not at all used to thinking about the way otheL 
21 elements of education shape OUL ability to function 
22 effectively in the global aLena. I'm thinking, in 
23 particulaL, of knowledge of the Pacific Rim, of the 
24 countries which compLise it, of the languages, cultuLes, 
25 decision-making systems, and economies of the Pacific 
26 Rim. 
27 As the Task Force notes, in Section 4, 
28 page 40, quote "To successfully compete in a global 
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Ca bus sses re s whose 
a of stor s, 
tne.cs." 
Our students are not learn 
about countr s nor about how the economic 
horror stories about We all 
e and c of which 
I note you: one is 40 percent of 
school seniors could locate Egypt on a map, and 
on 20 of could f France or China; 
on y 15 of 
a fo.ce 
take six li 
students Cali 
on half could expla 
The ef of 
shows up in the 
1 student study 
se high school s 
of high school 
a could identify OPEC, 
the of a ff. 
s of ignorance 
ma.cke which pays ff 




at the trends that are on in other 
and ch is unable to 
techn s. 
Now s the side--the lack 
the population of the Paci 
comprises 
Rim and 
The pos ive s of the education issue 
Ca iforn 
abou.t 
s educat ti are doing 
s problem. They have made t.caining 
CORPORATION 
1 a.re expanding thei.r p.rograms in the international field. 
2 The Task Fo.rce report notes some of these, 
3 and I'd like to call some of them out for your particular 
4 attention. 
5 Under the leadersh of President Ga.rdner 
6 of the University of California and a member of the 
7 Task Force, the University of California is encouraging 
8 Pacific Rim studies in a three-part plan. One of these 
9 is expanding the University of California's studies 
10 ab.road programs so that people can study in the Pacific 
11 Rim. Second is th.rough expanded research in the countries 
12 of the Pacific region, and on that there was a discussion 
13 earlier of where these go--where these things show up. 
14 The education abroad program is available 
15 to all students of the University of California, so 
16 it shows up all along the state the Pacific. The 
17 expanded resea.r:.ch programs were set up in a way so 
18 that all the campuses will benefit from that in some 
19 way o.r anothe.r. So, that's some of the info.rmation 
20 about the dist.ribution of these, and I know that the 
21 six p.rojects that we.r:.e funded are fai.rly well distributed 
22 in the states, also. That's on the high school side. 
23 The third pa.r:.t of the University of 
24 California's plan on this is the creation of a new 
25 professional school, the Graduate School of Inte.rnational 
26 Relations of Pacific Studies, located on the San Diego 
27 campus. This, I think, is the most important development 
28 in several decades in the United States; to create 
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ss internat l arena. It s 
af s in the Un 
i s one o west of 
first formed th the 
exp on the Pacif and the first formed 
size the 
that we need so 
and policy analysis curr 
for the 1980s. 
s 
The l is planned to train professionals 
at the level for and public sector 
careers deal the Pacific so that students will 
and 




the cultures and decis 
l was 
the 
by the regents, 
slature last 
and 1 's cur:cent s for admission 
s first c ss 
Yes, s 
Fall of 1987. 
9 CHAIRMAN DILLS: Will they be able to 
n--
za:cd of Oz 
MR. GOUREVITCH: In a foreign country, 
CHAIRMAN DILLS: In the projected school. 
MR. GOUREVITCH: Well, I don't think the 
l be of curriculum. 
It' a--




1 MR. GOUREVITCH: On that controversy? 
2 CHAIRMAN DILLS: Is iL? 
3 It surely is. 
4 All right, excuse me. 
5 SenaLor Newton Russell. 
6 SENATOR RUSSELL: I was just wondering--while 
7 you have a school that's designed to give people expertise 
8 and qualify them to go out into that arena and function 
9 at a positive level, I was wondering if there is any 
10 areas of knowledge that we, as policy-makers or legislators, 
11 need to know that there could be, for those who are 
12 interested, a weekend seminar, a three-day retreat, 
13 or whatever, where there would be packed-solid working 
14 educational process that would be helpful to us? 
15 We're not looking for just another place 
16 to go, but where what you know about "out there" would 
17 be helpful to us as policy-makeLs? 
18 Is there any thought to that? 
19 MR. GOUREVITCH: We see that as an extremely 
20 important part of our mission, and we think that that 
21 kind of--we see that the education function of the 
22 school is partially these degree programs for people 
23 in their 20s, but that there's also a very important 
24 public outreach educational element which involves 
25 creating seminars and programs of just that kind of 
26 mid-career training programs that would last a few 
27 weeks or two- or three-day workshops of specialized 
28 sessions for specialized groups. 
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sess , and 
's 
mor.-e about 
or people in 
turers--
ive two-
1re creating structures 
them for that kind of 
the 
not 
I I S 
that we have 
SENATOR RUSSELL: 
s 
important part of 
I know Senator Carpenter 
of the lems 
Pacific Rim, Senator s has been very 
sted for many s. 
us perhaps you, 
r.-e s, want 
ssor to whether 
any mer s, and whe there 
be some us to exp 
slature, who would real 
so that those 
want to become 
ar.-eas that ld he us do our job 
have access to that. 
CHAIRMAN DILLS: In- tra ing? 
60 
SENATOR RUSSELL: Yes, a weekend or something 
that--if some could be put together. 
CHAIRMAN DILLS: Assemb Frizzelle. 
ASSEMBLY~iliN FRIZZELLE: There's another 
of that occurs to me, and that's the business 
CORPORATION 
61. 
1 You're taking graduate students in this 
2 kind of a course. These are the people who are able 
3 to understand some of the more s cated or circumstances 
4 maybe some of the nuances of relationsh s between 
5 countr s and so forth, and marketing. 
6 It strikes me that this is the possible 
7 kind of a motivator or invigorator of individuals who 
8 are not even at the college yet. Sometimes kids in 
9 high school don't end up going into any particular 
10 profession; thPy don't know what they want to be; they're 
11 devoid of anything that captures their imagination. 
12 It seems that the scope of this kind 
13 of a program and the knowledge that such a speciality--
14 specialized education is available somewhere in a credible 
15 institution could ad to quite a bit of greater--heightened 
16 interest in just basic civics and social studies and 
17 history as s to other countries in the Pacific 
18 Rim in our high schools, preparatory to that type of 
19 education in college. 
20 MR. GOUREVITCH: I couldn't agree with 
21 you more, and that's why I think that what they're 
22 developing that was spoken of earlier in the exchange 
23 with Assemblywoman Hughes, these programs involving 
24 high school teachers, are extremely important. 
25 That is an effort to link high school 
26 teachers with university people so that we can establish 
27 better linkages of that kind because we can't give 
28 them the training, we can't give them the value added 
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various kinds of--chronically, 
scuss s with administrators 
you your 
once it's c , and 
st.ab 1 if you wou let 
and the 
s the formation 
, we could lp 





--one of the topics 
be a mee between 
tern f.com s 1 
level, to 
be giving t.o 
63. 
1 to make them interested in the international arena 
2 as a public issue, and how should they be shaping theiL-
3 education to prepare themselves for that kind of a 
4 career. 
5 ASSEMBLYMAN FRIZZELLE: It's potentially 
6 exciting enough that that's a saleable product. 
7 CHAIRMAN DILLS: I just cannot let this 
8 opportunity go by without making mention of a problem 
9 that my colleagues in the Legislature are tired of 
10 hearing me talk about, and it's the question of how 
11 we should use the, quote, "monies" that we get fLom 
12 the lottery. 
13 We have bills after bills--















CHAIRMAN DILLS: Well, there's some left, 
but they're putting it over in a pot to build buildings 
with them instead of doing that for which it was intended, 
to enhance the--to do some of the very things you're 
talking about here with that money instead of trying 
to build buildings with it. 
Let's take care of the kids that are 
there right now rather than try to build a lot of buildings 
which don't happen from lottery funds for kids that 
are going to be here three, four, five years from now. 
Let's do it now; spend that money the 
way it was supposed to be spent. 
ASSEMBLYMAN FRIZZELLE: A new Dills' bill? 
PETERS SHORTHAND REPORTING CORPORATION 
3336 BRADSHAW ROAD, SUITE 240 
SACRAMENTO. CALIFORNIA 95827 















ll be voting in "lhe 
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s China Ins tu"le at CSU 
a.ce also unde.ctaking 
a little bit. about 
12 a.cea. 
to do is simply go 
64. 
65. 
1 the report, and then note that as the report indicates, 
2 this is having some effect. One of the fascinating 
3 things is that--to note when we go around college campuses 
4 that the interest language and cultures and international 
5 affairs is rising. The students are sending us a signal, 
6 whether we realize it or not, to the universities that 
7 they want more of this. 
8 There's a tremendous--career counselor 
9 people are telling us that anything international produces 
10 a very strong response. 
11 So that, I think what the educational 
12 system is--as we both lead and influence and shape 
13 them, but some of them are getting the message and 
14 are sending us the cue that we had better start working 
15 carefully to devise the kind of programs that they 
16 need. 
17 So, I'd say that the pictuLe is mixed. 
18 Despite these trends of interest, we have a long way 
19 to go. College enrollment in Japanese has gone up 
20 40 percent in three years, but that still oduces 
21 16,000 students; whereas, we have 270,000 students 
22 taking French. That's a tremendous gap that has to be 
23 closed. 
24 I think we also have to close a very 
25 big gap, which is to make a knowledge of foreign countries, 
26 not an elective or a frill or a side-element of an 
27 l education 28 been, but which is I think the way it's historically to really make it something absolutely essential 
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ought to be 
a decent 
to be learn 
we have 
has been actively 
se these s and 
s. I that cont. s to be very important. 
Our our ls need the leader 
l ff moral and financial 
assistance. I th t. we can use the chal 
the Pac fie care effort, we can use 
o examin c var 
s our soc to be more 
effec in the wor: arena, and educat is certainly 
a central issue. 
you the to talk 
to you about 
CHAIRMAN DILLS: Thank your 
66. 
1 Any further questions on that? 
2 (No .response.) 
3 Thank you sir.. 
4 MR. GOUREVITCH: Thank you. 
5 CHAIRMAN DILLS: We'll r.ever.t back to 
6 our original agenda now. 
7 Mr. Hang-Sheng Cheng, Vice-President 
8 of International Studies, Federal Reserve Bank of San 
9 Fransisco. 
10 MR. CHENG: Thank you, Mr~ Chairman. 
11 I am please to have this opportunity 
12 to testify before your committees. My assignment today 
13 is to discuss the U.S. trade deficit and the impact 
14 of the falling dollar as a general background to your 
15 committee's deliberation of the implications of the 
16 Pacific Rim Task Force report. 
17 But, before addressing the topic, let 
18 me take a moment to compliment the Task Force and its 
19 director, Ms. Kaliszczak, for a first-rate, p.rofessional 
20 job that they have done. In my opinion, the report 
21 is comprehensive, informative, well-balanced in its 
22 contents, views, and recommendation. In my opinion, 
23 it would no doubt be a standard .reference work on the 
24 subject for years to come. 
25 My only criticism, which is a minor one, 
26 but from our bank's point of view, a regr.ettable omission: 
27 The Federal Rese.rve Bank of San Fransisco 
28 has, since 1974, conducted an active Pacific Basin 
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t.he commit.t.ee--t.he report. 
has our bank as an research cent.er 
on t.he Pacif Basin issues is, I'm sure, ent.irely 
due t.o our own lure to communicat-e adequat-ely wit.h 
t.he Task Force and wit.h 
9 in t.he past. 
California st.at.e agencies 
0 I ment.ion t.his not t.o cry over spilled 
lk, but. to set. t.he re st.:caight.. 
my presence here 
communications 
ject of 
ss the significance 
of the t.rade to the U.S. economy. Second, 
68. 
I 11 1 the dollar depreciation and prospects of, 
a deficit.. Final 
los sha 1 say a words about our trade 
the Paci Bas e s. 
statement to 
through 
F st, on the trade deficit, I direct. 
to the handouts of a ser s of charts. 
Let. me, perhaps, t. from the 




1 distributed by witness.) 
2 Chart 1 shows the exchange Lates and 
3 tLade balance since 1970. upper diagLarn--the upper 
4 curve shows the trade ba , and you can see that 
5 thr-oughout the 70s, we have had a trade balance by which 
6 I mean both exports--net exports of goods and services. 
7 You see that through the 70s, we maintained 
8 mostly positive balance on both merchandise and service 
9 economies. 
10 When you turn to Chart 2, you see that 
11 net export service--services really masks the different 
12 trends in the service income and merchandise trade 
13 balance. The merchandise trade balance actually 
14 deteriorated in the second half of the 70s and dropped 
15 very sharply in the 80s, more than offsetting the net 
16 seLvice income. 
17 That is really the basic problem that 
18 we are talking about. 
19 I want to--
20 SENATOR RUSSELL: May I ask a question? 
21 MR. CHENG: Yes. 
22 SENATOR RUSSELL: This first chart, this 
23 lower line, weighted dollars, is that the relative 
24 value of the dollar as it goes from year to year? 
25 MR. CHENG: That is based upon March 
26 of 1973 as 100--as index number of the value of the 
27 dollar; therefore, the fluctuation shows the--you are 
28 right, Senator. 
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SENATOR RUSSELL: And then, concomitant 
i drop the balance? 
. CHENG: That s correct. 
SENATOR RUSSELL: So, a deva d or cheaper 
lar means a better trade balance? 
MR. CHENG: We hope. It 11 lead to--
SENATOR SELL: We 1, accord to 
s 
. CHENG: We that it will 
an trade balance. 
s ect I 1 come to 
SENATOR So far, hasn't yet? 
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That lem that worr s a 
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lem would call is 
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during the last two years. Now, if you look at 
domestic demand--that is to say, if--take GNP, total 
output, minus the trade ficit, that represents 
domestic demand. 
The demand in the last two years has 
been growing at 3.3 percent. 
Now, if you look at the GNP growth, the 
output growth in this year, it was about 2.1 percent 
in the first quarter and less than 1 percent in the 
second quarter. 
The difference of the two shows up in 
the trade deficit. 
So, as you can see, the trade deficit 
has been a big hole, a big leak, a drain on our domestic 
demand. So, without covering that hole, GNP output 
growth would be weak. 
Secondly, the trade deficit has been 
hurt in our industries, agriculture, forestries, mining, 
and in practically all businesses that depend upon exports 
and compete with imports. 
So, that is a serious concern and has 
given rise to protectionist pressures as the Task Force 
report has so adequately stated. 
ASSEMBLYMAN FRIZZELLE: Excuse me. 
SENATOR CARPENTER: Assemblyman Frizzelle. 
ASSEMBLYMAN FRIZZELLE: I want to pursue 
a little Senator Russell's question in a little different 
vein. 
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. CHENG: On s issue, op ions--
ss ffe ly. 
AS FRIZZELLE: All r 
MR. But, our re f at 
the 1 Reserve Bank of San Fransisco, we do not 
that the meet , September 1985, had 
a 
, we decl 
£: the llar 85 i as a .ce L 
FRIZZELLE Let me sue 
on 1--relative 1 
s have a also, or we have 
lars f 
s s sses s isn't that 
? 
. CHENG That is cor.cect. 
ASSEMBLYMAN FRIZZELLE: So, even 
have an imbalance, we don't 
a cash :. imbalance, se, in that the dollars 
1 side rather than the output side. 
2 MR. CHENG: You're correct. 
3 ASSEMBLYMAN FRIZZELLE: So, regardless 
4 of how we jack around the value of the dollar or what 
5 causes it to occur, the investment businesses and 
6 potentially in new procedure, new machinery, new plant 
7 facilities, and all that kind of stuff--that should 
8 follow that investment~ is that not right? 
9 Normally, those dollars should be put 




















back to the management theory. 
If they're managed correctly, the dollars 
would flow into new plant and equipment enabling, 
theoLetically, our industry to compete more readi 
in international markets? 
MR. CHENG: Now, to answer your question, 
Mr. zzelle, one has to look at the national picture. 
The fo.teign investment, invested in our 
plant and equipment, that per se--that act per se may 
add to our plant and equipment, or may not. If they 
could extend the purchase of the existing plant and 
equipment, it adds nothing. 
However, the important thing to look 
at is not the foreign investment, per se, but the total 
investment--national investment picture. 
If we accept foreign investment, we also 
accept foreign money investing in our debt: treasury 
bills, treasury bonds, cor orate bonds. 
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If we look at the tota picture, the 
s 
ASSEMBLYMAN FRIZZELLE: Well, that's--
MR CHENG: That's the 
ASSEMBLYMAN FRIZZELLE: If we borrow 
the 0 , o course, then circumstance 
on operate money market and not in the 
ion mar.·ket . 
. CHENG: 
SEMBLYMAN dol s 
go 
ELLE: But, 
nto corporate s--for 
instance, or starts a fac 
here and s here, 's an stment that 
s tax revenue a so that we don't seem to count 
the balance. 
The for:e funds s our p 
is included 
s, the capital account. balance of 
So is separ.·ate the trade account. 
ASSEMBLYMAN FRIZZELLE: Yeah, but we 
der 1 :cevenues that as cities, s, 
and state in form of tax revenues that does not 
CORPORATION 
1 ought to if it's to be compared to what would happen 
2 if that investment hadn't have been made in the fi.r.st 
3 place. 
4 MR. CHENG: Mr. Frizzelle, I assure you 
5 that the Depa.ctment of Comme.cce does take--in their.· 
6 statistics reporting, it does have the foreign investment 
7 recorded in the balance payment flows. 
8 Now, their contributions to the state/county 
9 output income--that is recorded in the national income 
10 statistics. 
75. 
11 So, in other words, if anybody is interested 
12 in tracing the contributions of foreign investment, 
13 that can be done. The research can be done on that 
14 subject. 
15 So, to answer your question, yes; all 
16 such flows are recorded in the national statistics. 
17 ASSEMBLYMAN FRIZZELLE: Okay. 
18 I'm just suspecting that this data is 
19 flawed only in that there are other benefits that are 
20 not shown by this direct linkage; that we discount 
21 when we are trying to decide whether we are at an advantage 







MR. CHENG: I understand your concern. 
ASSEMBLYMAN FRIZZELLE: Okay. 
MR. CHENG: Yes. 
ASSEMBLYMAN FRIZZELLE: Yes. 
MR. CHENG: Now, let me then--all right. 
I would invite you to turn, very quickly, to 
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we as a 
ab:coad to finance investment--
deve States. 
About 191 , we became a net credito:c 
s ion, and over the s, we lt a sizable 
net cl on countr s. 
Now, s about 1982-83, it st. ax: ted 
to come because of the def ' and 
can see d:camat net pos ion 
deter so so we are now, in 1986, the 
st debtor nat the wo:cld. 
In words, the span of 
thr:ee or s, we have led away net 
stment that ou.c s have accumulated over_ 
about 100 year:s. s' at st. 
70 year.s, accumu has been all--gone down the 
ASSEMBLYMAN FRIZZELLE: Let me ask 
quest 
£.1R. CHENG: It goes to serious 
the trade def is. 
SENATOR CARPENTER: Mr. Frizzel 
CORPORATION 
1 $5 billion into some Third World country, we loaned 
2 it to them and so th and that w~s carried ~s an 
3 asset on--
4 MR. CHENG: Correct. 
5 ASSEMBLYMAN FRIZZELLE: Then what? 
6 We go into debt more and more giving 
7 money away. 
8 We're not only--it's not only investment 
9 deficit, but we have a total outflow deficit. The deficit 
10 of the government that's financed by foreign debt is 
11 frequently done in the form of gifts rather than carried 
12 bookkeeping as an asset. 
13 MR. CHENG: Right, right. 
14 The--if the government gives a grant 
15 lo a foreign country, that is not part of the increase 
16 in the asset. 
17 It's only for indirect investment, and 
18 the bank loans to foreign countries and also to claims 
19 on foreign countries. 
20 ASSEMBLYMAN FRIZZELLE: If we're in such 
21 horrible state, why do we continue to give money away 
22 like that then, in the form of grants? 
77. 
23 MR. CHENG: Well, number 1, our foreign debt 
24 is only a very--is a very small part of the total outflow. 
25 
26 
27 my head. 
28 
ASSEMBLYMAN FRIZZELLE: We'.ce investing--
MR. CHENG: I don't have the exact figures 
ASSEMBLYMAN FRIZZELLE: But, we're investing 
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ASSEMBLYMAN FRIZZELLE: We buy 
equ them; we send training 
MR. CHENG: Yes, yes. 
ASSEMBLYMAN FRIZZELLE: And, then, they 
our- business. 
That's a government-sponsored thesis. 
MR. CHENG: Fore aid p.:cogram serves 
of s, one of 
deve s to help ·themselves 
who world can have a healthy growth. 
That lS one of the purposes. 
For , if a debtor country is 
the to our banks, and in 
to the debt, it would help 
ir he a not only to pay their debt 
to banks but also enab them to impor:-t us. 
27 to Char-t 1. 
So, there are a var:-iety of purposes 
ASSEMBLYMAN FRIZZELLE: Thank you. 
MR. CHENG: It's a complex issue. 
SENATOR CARPENTER: Please proceed. 
MR. CHENG: Yes. 
Now, I you to turn to--go back 
that since 1985, the dollar:-
PETERS SHORTHAND REPORTING CORPORATION 
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79. 
1 has depreciated very steeply. On the trade we 
2 basis, it has been 30 percent--more than 30 percent 
3 depreciation; and yet, if you look at the net export 
4 of goods and services, it has not turned around. 
5 In fact, 18 months after the dollar started 
6 depreciating, we have yet to see a turnaround in OUL 
7 tLade balance. 
8 Now, given t.he that we <'He very 
9 concerned about the trade deficit, this delay in turnaround 
10 is a matter of great concern to our nation's policy-
11 make.cs. 
12 The ques is, What happened this time? 
13 Is it unusually late? Is the turnaround unusually 
14 late? 
15 To answer that question, I have taken 
16 three periods of dollar depreciation. FoL this, please 
17 turn to Chart 4, where I put on this chart the three 
18 pLevious of dol depreciat from '71 to '73; second, 
19 '77 to '78; and thirdly, the present dollal depreciation 
20 since 1985. 
21 Now, you can see that the first two episodes, 
22 the dollar depreciated about the same rate, about 15 
23 percent in two years. The present depreciation has 
24 been much steeper; about 30 percent in about 6 quarters. 
25 If you turn to the next chalt, Chart 5, 
26 you will see the trade balance as a ration of GNP. 
27 In both the first and second times, the turnaround 
28 occurred about the 5th quarter after the depreciation. 
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Now we 6 a the depreciation 
started. We stil see no s of tu.cna.cound. 
seek 
Now, why is this? 
s is the 
an answer.- to. 
that we all are 
research that has been in the 
s to three Federal Reserve Bank of San F.cansisco po 
LS. 
f s even though the dollar 
has ver.-y substant l against the majo:c 
al countr s, i at our--the exchange 
of Late--vis- s Canada, Kong, Ko:cea, Taiwan, 
and s --the dolla:c has no dep:ceciated 
' 
and s is and described in Cha:ct 
so l shows the decl 
0 the llar s- s cur:cenc s of the indust:cial 
countries, and the othe.c l s show that the dollar 
has not. 
countr s. 
ted t many of the Pacif Basin 
So, 's explana number.- 1. 
Secondly, 's a question of the exchange 
CORPORATION 
81. 
1 tLanslaled into import prices. 
2 I do not have a chart lo show, but our 
3 s cates the 18 months, spite of 
4 the dollar depreciation, import pr s have not fully 
5 reflected, have not increased sufficiently to make 
6 a very large difference. 
7 There is a lag between the dollar depreciation 
8 and the import rise--import price increase. 
9 Only if the import prices would rise 
10 to the full extent, or to the large extent, then would 
11 imports come--begin to slow down. 
12 Now, this lag has been longer this lime 
13 for various reasons that I don't have the time to go 
14 into, but our study also shows, even though in the 
15 shoLt-lerm it's a problem, over a period of 8 quarteLs, 
16 2 years, import s will catch up. 
17 So, that's the second facloL. 
18 The third factor is a bit involved, but 
19 we look at the trade balance as a mirror image of excess 
20 spending domestically; in other words, if lhe government 
21 sector plus the ivate sector both spend moLe than 
22 they produce, that is the trade deficit. We look at 
23 the trade deficit from the mirror image. We can see 
24 what has been happening. We can trust the present 
25 episode th the preceding two episodes. 
26 Now, for this, I invite you to look at 
27 Chart 7. 
28 The bars in each of lhe three panels 
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2 from 5 on, as I say, in both 
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5 words, the budget defic fell rapidly, drastically 
6 the st sodes, and that is why the trade 
7 ficit. fell 
8 In contrasting, during the present episode 









You see, the bars continue to be very large. The trade 
it has been a very large percent of our GNP, and 
below that, you see the sur.·plus which is 
the deficit. 
shows that Lcade deficit is 
a COL of our budget deficit. 
In short, unless there is substantial 
r.·ed uc t ion government budget deficit, the trade 
def it is not 1 ly to turn around. 
SENATOR RUSSELL· May I ask a ques 
on t.hat po ? 
SENATOR CARPENTER: Senat.or: Russell. 
SENATOR RUSSELL: My understanding is 
that. we have had a budget def for much of the last 
40 years. Is it just a matter of degree that as the 
budget def gets worse, then this shows up? 
Why--if we have a modest budget deficit, 
why wouldn 1 t there be a modest trade deficit? 
MR. CHENG: Senator Russell 
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1 a very important question. I do not have the figures 
2 at hand. I'll be glad to supp you with that. 
3 ss is that we have had a government 
4 budget deficit in the last several decades; ups and 
5 downs. We have surpluses and de ts, but even when 
6 we had deficits, they were a small proportion of our 
7 GNP; never this b 
8 That's number 1. 
9 Number 2, when we had budget deficits, 
10 very often we had private surpluses; in other words, 
11 private savings minus stment was sufficient to 
12 1 cover the budget deficit, ch explained the fact 
13 that in Chart 1 the trade balances were positive. 
14 When we have any year the trade balance is 
15 posit , that tells us private surplus was more 
16 than suffic to cover budget def it. 
17 It's just an identity--accounting identity. 
18 So, I think you see my point. 
19 CHAIRMAN CARPENTER: Senator Marks. 
20 SENATOR MARKS: You say that the budget 
21 deficit is related to the trade deficit? 
22 MR. CHENG: I'm sorry? 
23 CHAIRMAN DILLS: Use your mike. 
24 SENATOR MARKS: You said that the budget 




MR. CHENG: It's a mirror image. 
During s episode, it's a mirror image 
of the trade deficit. It shows that we, as a nation, 
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1 
2 excess has been the lie sector:, not. 
3 sector. 
4 SENATOR MARKS: If we did not. have a 
5 budget. deficit., would we have a trade deficit.? 
6 MR. CHENG: We shouldn't. 
7 We shouldn't. have it. because if you look 
8 at. the accounting balance--if the budget. deficit. were 
9 small, we shouldn't. have this large trade deficit.. 
10 SENATOR MARKS: Well, I don't. quite--maybe 
11 I don't. stand 
12 If we buy a lot. of automobiles from Japan 
13 which is caus a large portion of our trade deficit., 
14 what.--I don't understand how that has any relationship 
15 t.o our budget. deficit. 
16 How does the that. we purchase millions--
17 mill cars, or whatever number we purchase--cars 
1 from Japan which causes a large--largely is a portion 
9 of our trade deficit--not. the only part, but it's part. 
of , what. has that. got. t.o do with trade deficit.? 
21 MR. CHENG: This is the difference between--
22 SENATOR MARKS: I mean with the budget. 
deficit.. 
24 MR. CHENG: Yes, I understand. 
25 Senator Marks raised a fundamental question 
26 on the difference between industry-by-industry approach 
27 and the total approach. 
28 
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1 exporting more than we import? That is wheLe you look 
2 at the trade balance--you determine the tLade balance. 
3 So, I m sting is that that 
4 trade balance, which is added up indus by-industry 
5 has a mirror image on the domestic side. It is the 
6 same way as in the household: Are we getting into 
7 extra spending in income revenue and purchasers? 
8 SENATOR MARKS: The point I'm making--and 
9 I'll admit I'm not an economist. Although I've taken 
10 economics in school, I am not an economist. 
11 But, if we were a situation where 
12 we had--didn't import any automobiles from Japan, we 
13 s 11 would have a budget deficit. 
14 MR. CHENG: If you look at the automobile 
15 1 industry alone, you're correct. We can still have 
16 a very large budget deficit if we don't import anything--
17 cars from Japan. 
18 In the automobile sector, when we have 
19 a surplus--as in the computer industry, I think we 
20 still have a surplus--but, the fact that we, as a nation, 
21 are spending, we're purchasing--this is the way to 
22 look at it: 
23 We consume. We buy cars. We consume 
24 clothing, food. All of this is our consumption, and 
25 we also invest in plant and equipment. 
26 Now, out of this total spending, how 
27 much of it is covered by our own output: automobile 
28 I output, our clothing output, food output? 
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1 Wha~ we consume, wha~ we inves~, which 
s no~ our own , we impor~ from 
So, le of ~he au~omobile indus~ry 
5 a microcosm, a par~ial way of looking a~ our ~o~al 
6 spending and ~o~al produc~ion. 
7 So, is no~ inconsis~en~ ~o have a 
8 surplus of ~rade--~rade in one indus~ry, bu~ 
9 ~he ~o~al spending is more ~han ~he ~o~al ou~pu~. 
10 SENATOR MARKS: I am no~ for pro~ec~ionism, 
11 bu~ if we were ~o pro~ec~ ourselves from all goods--all 
12 goods coming in~o ~his coun~Ly, would we reduce our 
13 budge~ defic ? 
14 MR. CHENG: No. 
15 
16 If we cu~ down all ~he ~rade defici~s 
17 by-- pro~ec~ ism, 's assume--
18 SENATOR MARKS: Which I'm no~ for. 
9 MR. CHENG: I unders~and. I'm no~ for 
e 
If we cu~ off all ~he ~rade impor~s so 
~ha~ we have a balanced ~rade, ye~ we spend more ~han 
23 we produce, wha~ would happen is ~ha~ prices will rise. 
24 We'll have higher infla~ion, and ~he people will be 
25 forced ~o cu~ down ~he spending. Because if income 
26 does no~ rise, higher prices mean lower real income. 
So, we'll have higher force ~o saving. So, in 
~he end, ~he accoun~in -- ou have ~o balance it out. 
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1 If you don'L--if we don't impoLt, we 
2 don'L have imporL, surplus; if we don'L have trade, 
3 defic 
4 On Lhe domesLic side, you have to balance 
5 ouL someway, Lhrough inflaLion, Lhrough cuL down of 
6 expendiLu.ces. Some way this balances out. 
7 That's how the economic mechanism works. 
8 I'm afraid iL is not an easy subject 
9 LO deal wiLh in the seLling of the hearing, buL perhaps, 
10 I would jusL conclude very quickly by saying LhaL even 
11 Lhough Lhe budgeL deficiL has been a major concern, 
12 Lhere is Lhe ouLlook of Lhe budgeL def iL declining, 
13 as we all know Gramm-Rudman has--Congress has legislaLed 
14 Lhe reductions in Lhe budgeL deficit. 
15 Given Lhis outlook of the trade balance, 
16 there is a good chance trade balance will improve over 
17 the yea.cs LO come. 
18 What does this mean for our trade with 
19 Pacific Basin countries? 
20 In my prepared SLatement, I found it 
21 out Lhat as our trade balance improves, as our dollar 
22 depreciation improves our compeLiLiveness, ouL Lrade 
23 wiLh Pacific Basin counLries will show significant 
24 pick up. California, being a major Lrading paLLner 
25 wiLh Lhe Pacific Rim counLries, should be in a posiLion 
26 LO benefiL from the pick of the Lrade wiLh Lhe Pacific 
27 Rim countries. 
28 Secondly, I also poinL OUL in my paper, if 
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we sour.-ce of 
t.he 
Bas 








s is t.he major source of a def 
has no val even if 
of our difficu exporting. 
But., t.he trade defic is mainly at.t.r 
And, lastly, I would like t.o compliment. 
9 t.he St.at.e of California for t.he various programs it. 
10 has already established as scribed in the Task Force 
11 
2 Pacific Rim count.r 
trade and understanding with the 
13 We, at the Federal Reserve Bank of San 





t.o c r the State of California 
is common task. 
Thank much. 
8 CHAIRMAN CARPENTER: Thank you for your 
19 testimony. 
It.'s t.he of the Committee to 
hear one more witness, Barbara Crowley, who has fairly 
t.est. , a which, we 11 break for lunch. 
After lunch we will resume our regular 
MS. CROWLEY: Good morning. 
Thank stinguished members of the 
t.wo Corr~it.tees. I appreciate the opportunity to speak 
you and tell you a 1 le bit. about the California 
SHORTHAND REPORTING CORPORATION 
88. 
89. 
1 Ene.cgy Commission's expor.-t. Lcade program. 
2 I'm t.he vice-chair. of the commit.t.ee, 
3 and have been deal th this matt.e.c at. t.he commit.t.ee--at. 

























by the fact that we've received numerous .cequests, 
especially in the last two years, from fo.ceign governments 
and foreign buyers of energy equipment who are interested 
in coming to California because of it.s wide range of 
resources 1n t.he alternative energy business and because 
of our diversity of products and services. 
Over 50 percent of the world's manufacturing 
capabili and know-how alternatives--by which we 
mean sola.c, wind, geothermal, hydro, biomass, and 
cogeneration products--are to be found in Califo.cnia 
pr.ett.y much throughout state. 
We initiat.ed the program with t.he expectation 
that we could fill a role in matching energy technologies 
offered 1n California firms with the needs identified 
in foreign nations. Alternat energy t.ech;10logies 
are suited to a wide range of applications, both traditional 
electricity grid system and stand-alone, such as for 
rigation, .rural electrification, for industrial processes, 
and space and wat.er heating. 
In many developing nations, if electricity 
is available, it is t.ypically p.coduced from pet.roleum 
at rates ranging from 15 cents t.o $1.25 pe.c kilowatt. 
hou.c, which means that a number of alte.cnatives are 
competitive wit.hin this price range. 
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90. 
Of the e 
major are smal 
re s 
s. 
5 This indus provides approximately 
6 30,000 jobs Ca , and s :cevenues to 
7 the state annually of about $2 billion as a result 
8 of the domest We seek to assist them to 
9 expand by increasing their: foreign market or starting 
10 a fo:ceign and to susta their output. 
11 assistance and funding support 
12 of the and slatu:ce, the CEC 
3 has deve a two-phased, two-pronged program. 
1 Under the 's st base, the CEC 
15 is ion gathering and assessment 
6 activities. Some of the products useful to the export 
17 program, s 1 January of '87, are an 
sou.cce describing international 
9 laws, available information, government 
technical assistance programs, and key contacts 
at local, state, 1, and international agencies 
and the a.cea of se of each. 
A catalog is to be produced for January 
of products and services offered in California energy 
technology firms. 
We had an initial survey and received 
indications o_ interest from nearly 400 energy businesses 
28 who responded and indicated that they would like to 
PETERS SHORTHAND REPORTING CORPORATION 
91. 
be inc this catalog. 
2 ~ve will be do eva ions of the 
3 l marke s t.he it.ion, and 
4 oppor.t.unit. s ia s. We expect 
5 to identify key t. oppor:tunit s ei different. 
6 technologies. 
7 P.r.el findings cate that the 
8 Pacific Rim countries offer tremendous prospects, and 
9 there is additional potential in the Caribbean. 
10 Case studies identifying factors which 
11 enhance the prospects for success l export ventures 
12 will be circulated within the trade in Cali 
13 The commission will also conduct workshops 
14 to prevent the findings of this work to solicit 
15 ideas to introduce government. i s which st.imulatP 
16 long-term trade opportunities. 
17 The f s se strategy was developed 
18 with a great deal of assistance from the World Trade 
19 Commission, and we acknowledge their help th thanks. 
20 Ea.cly next , we ll begin our second 
21 phase which ll provide direct technical assistance 
22 to California energy companies themselves who are interested 
23 in exporting t.o target markets identified in the first 
24 phase. The nature of assistance ll vary depending 
25 on the needs of each company but could include help 
26 to evaluate detailed ma.r.ket prospects, to identify 
27 and understand financing options, to step through the 
28 international trade maze, and t.o make contacts with 
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other: countr sentat s is s, 
as s and the CEC 
ana 
s is buyers. 
We have some of s work already, 
we to upon s to assist 
any son seeks ou:c he 
s ' as well as a collaborative 
ef with the World Trade Commiss of California 
and the State 
gu a 
Cali export 
of Commerce; we've also received 
of federal agencies interested 
We not see ourselves as duplicating 
the work done these 
that is our lar 
s us a spec l 
that we are d 
ent s because we believe 
about energy that 
s effort, and we feel 
and collabo.r:ating with, 
example, Wo.r:ld Trade Commiss in this area. 
We l that to produce effective 
r:e s, we 1 11 need to cont. our.- collaboration and 
and to rna an ongoing assistance 
t.o s Califo.cnia ene.r:gy 
s and t.o encourage ign purchases of quality 
Cali and se.r:vices. 
We the he that we have been 
is and areas of 
gove.r:nment., a~d we are finding that. our efforts are 
CORPORATION 
92. 
1 Thank you. 
2 CHAIRMAN CARPENTER: A question from 
3 Senator Russell. 
4 SENATOR RUSSELL: How much of your budget 
5 is spent on this program? 
6 MS. CROWLEY: We have had two budget 
7 allowances from the Legislature: one, the initial 
8 $190,000 for the first phase, and the second--the second-
9 phase funding was for $425,000. 
10 SENATOR RUSSELL: Under--you have authority 
11 to do this under what legislative program? 
12 I don't think it was in the initial Warren-
13 Alquist Act; was it? 
14 MS. CROWLEY: I'm not aware that that 
15 was limited, that it was not able to be done under 
16 that. 
17 But, in any event, we had received funding 
18 in the budget process from the Legislature for this 
19 activity. 
20 SENATOR RUSSELL: Well, that would presume 
21 that the Legislature supports it, I guess, but it just 
22 seems to me that I have--whether it's good or bad, 
23 it just doesn't seem to be that that's the Energy 
24 Commission's function to operate as a World TL-ade agent 
25 for energy companies. 
26 MS. CROWLEY: Our role, that we have 
27 defined, has been that more or less of a matchmaker. 
28 So, that the energy businesses, small as they are, who 
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o:c some that 11 
s of 
la:c 
answer to ene need s is e avai 
or 
So we are able to with the 
divers of techno s them to whe:ce they 
















SENATOR RUSSELL: t. seems like this--from 
le I about. seems to go 
It. seems would be a p:comot.ional 
you say sn't. on the toes of 
ss s and so , but would seem 
s. 
MS. CROWLEY: We 1, what. we have done 
s a of offe:c the World Trade Commission 
to because--ene.r:gy 
s because we a:ce in that. area. 
We e close 
see us as the " ab folks," 
see 
lly knowledgeab 
the ag people 
folks." 
So we are a 1 range of 
do the trade aspect of it.. Our industry 




1 SENATOR RUSSELL: Well, I hear what you're 
2 saying, but may be 400,000 this year, but that's 
3 the way government grows. 
4 I just raised the point put poses 
5 of discussion because I'm concerned about this kind 
6 of slick promotional business that doesn't seem to 
7 fit with your basic purpose. 
8 MS. CROWLEY: Well, may I--if I may, 
9 may I comment on that, sir? 
10 SENATOR RUSSELL: Well, you don't--sure, 
11 if you want to. That's up to the Chair. 
12 SENATOR CARPENTER: Sure. 
13 MS. CROWLEY: Thank you. 
14 The--one of the bases of the Ener,gy Commission 
15 is the support and encouragement of diversification 
16 and because of the economic situation today in energy, 
17 the alternatives are not as competitive domestically. To 
18 some large degree, they've also saturated the market 
19 domestically. 
20 We feel, at the Energy Commission, that 
21 it is part of our charge to see to it that alternatives 
22 will be available when needed and because of other 
23 forces, such as no more tax credits or limited tax 
24 credits and other things that have impacted the industry, 
25 ' we thought a non-subsidy, useful role that we could 
26 play would be to encourage them to be able to seek 
27 out other markets, and because of their small size, 
28 we felt that this role would be appropriate. 
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, espec 1 
t for 
markets, 
ssion doesn't know 
So, we are simply being 
se businesses to 
most of them are very small. 
SENATOR RUSSELL: Thank you. 
SENATOR CARPENTER: Senator Presley. 
SENATOR PRESLEY: 
, Senator Russe 1, 
I just wanted to comment 
1 you're 
of an extens of World Trade Commission 
were you not doing 
wou be the World Trade 
ss 
So, 's going to be spent 
event, case, have se 
to do 
Is he you out, or not? 
MS. CROWLEY: Yeah, I 1 better. 
SENATOR RUSSELL: That's where should 
be. 
SENATOR PRESLEY: Well, don't have 
96. 
the expertise, I 't think. I think that's the question. 
1 received by them very enthusiastically because we are 
2 able to provide them with help in a particular disc ine 
3 that they have 
4 SENATOR CARPENTER: I think we will 
5 have a vote on s issue over lunch. 
6 Thank you for your testimony. 
7 MS. CROWLEY: Thank you. 
8 SENATOR CARPENTER: We will now recess 
9 until approximately 1:30. 
10 (Whereupon, the lunch recess was 
11 taken at 12:00.) 
12 
-oOo-
13 (The Joint Committee on the State's 
14 Economy was resumed at 2:00p.m.) 
15 CHAIRMAN DILLS: The meeting will come 
16 to o.cde.r.·. 
17 I apologize to ou.c witnesses. It was 
18 such a good lunch, and we couldn't get the bus out 
19 fo.c a little while, but nonetheless, we apologize for 
20 being late. 
21 Is Mr. Urda he.ce? 
22 MR. URDA: Yes. 
23 CHAIRMAN DILLS: Mr. Urda, if it pleases 
24 you, would you come forward at this time? 
25 Thank you for your patience. 
26 MR. URDA: Thank you, Mr. Chairman, and 
27 members of the Senate Select Committee on the Pacific 
28 Rim. 
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of the Ca of Food and 
certa the has heard 
a f what has been happening to California's 
agr 
yea:cs, and I 
aware of the 
over the last five 
, of course, that you are very 
of our agriculture production 
9 and our agriculture exports. 




Cali has st. agriculture 
in 1985, the f st. 
1 also was exporting state. 
15 between one- and one-third of the 




1981, Californ enjoyed a 
record 4.2 llion al exports, estimated 
at between 25 and 30 of the total 13.8 
year. 
In recent. years, s has declined rather 
severe fall to 2.9 11 in 1984, and our exports 
s, are 2.83 billion. 1985, our latest. 
, you've heard many reasons 
98. 
a strong U.S. dollar, tariff and non-tariff barriers---
but we think _hat probably the biggest. single reason 
99. 
1 world. 
2 These countries have taken--have improved 
3 their own technology and taken our technology and implanted 
4 that on the own lower labor costs to become not only 
5 self-sufficient many cases, but to become a major 
6 competitor of California and the U.S. 
7 A few examples would be cotton with China. 
8 China, at one time, had been a major importer of California 
9 cotton, and now is not only self-sufficient but is 
10 an exporter. 
11 Another example would be soy beans in 
12 the United States, not California in particular but 
13 in the total U.S., where Argentina has become a major 
14 competitor. 
15 A third example would--
16 CHAIRMAN DILLS: Excuse me. 
17 As a matter of curiosity for me, a "cotton 
18 pickin' Texan," California has only one brand or one 
19 species of cotton that they can legally grow and sell. 
20 MR. URDA: Yes. 
21 CHAIRMAN DILLS: Do you know whether 
22 or not that is the--I can't think of the correct terminology 
23 the particular one that China has adopted also? Or, 
24 do you have that information. 
25 MR. URDA: Well, California's cotton 
26 is considered to be one of the highest grades in the 
27 world. 
28 Egyptian cotton is apparently the highest 
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can of the shorter-stap and the 
of cotton that 
Just one other 
where Brazi has now 
produces. 
is orange juice, 












markets also the dome c ma:rket and t.he 
The Paci 
the largest marke 
are 1 
and of course, due to 
to our.- trade 
Cali 
30 of s 
Pacific 
a 
, of course, is currently 




goods to Japan. 
s estimate 
on the es 
s between 25 and 30 percent, depending 
to South Ko.ceai 15 percent. 
to 6 to ; 5 percent t.o Indonesia; 
4 percent to Taiwan; and 20 percent to 
the community. 
D ieve, as a result of the 
PETERS SHORTHAND REPORTING CORPORATION 
1 declining exports of California agricultural 
2 in 1985, the California Fore Marketing Act, under 
3 Assemb Bill 1423 was 
4 The five key points of ouL program, and 
5 I would like to state st the very bas 
6 of the Assembly bill, is a program which is now operated 
7 under the California Department of Food and Agriculture 
8 export program to provide matching promotional funds 
9 to producers and shippers and exporters for promoting 
10 1n foreign markets. 
11 The key concept of the matching funds 
12 program is that industry is best suited to promote 
13 its own products because, of course, it has the greatest 
14 expertise its particular area. 
15 Under this concept, the state can best 
16 assist California agriculture exporters by encouraging 
101. 
17 promotion and providing profess 1 guidance. Encouraging 
18 promotion, of course, is through our matching funds 
19 program. 
20 Very simply, the way our matching funds 
21 program works is that the interested applicant submits 
22 to us a marketing plan for their foreign market promotion. 
23 The plan is evaluated by staff and by an export advisory 
24 committee, consisting of nine members, and if the applicat 
25 is judged a log 1, reasonable, and hopefully a successful 
26 II 
27 
one, we enter into a project agreement--or a standard 
agreement with the applicant for promotion in any one 
28 lor more export markets. 
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the es to us for 
, we 50 of 
and the staff, of course, 
s at care to ascertain that the promotional 
that are be 
and not. mere old 
are new and additional 
which are inadvertent. 
So, we are trying, of course, to encourage 
expo.:rte:cs, newer 
to assist our major s 
s, while continuing 
regaining markets 
and reas market shar.-e. 
CHAIRMAN DILLS: Not a .cerun of classic 
Sunma Rais ? 
MR. URDA: Well, of cour.-se, raisins are 
one of the ag:c c.cops; but, again, 





st. round of--f 
contracts with some of the 
s, such as Sunma 
do not come 
but these are for 
the federal 
of Canada, which is an 
1 under AB1423. 
The other markets the Pacific Rim 
, we a lot. of the new and smaller 
25 exporters and producers who do not qualify, because 




1 I have worked wiLh boLh Lhe federal program--
2 ilS one of Lhe 1 ilnL cooperiltors under ral 
3 and I been wiLh Lhe sLate program s 
4 May. 
5 Our program, under Lhe Assembly bill, 
6 was enacLed as of--effecLive as of January 1, 1986, 
7 but we acLually goL in operaLion in May of Lhis year, 
8 and from my observation of boLh programs, I Lhink LhaL 
9 Lhe California program is very pracLical and pragmaLic 
10 and very sLrongly resulLs orienLed. 
11 Under Lhe federal program, where they 
12 were dealing wiLh major commodiLies, I Lhink Lhey Look 
13 a much longer--! would like Lo say, Lhey are more paLient 
14 for resulLs in Lheir markeL developmenL efforLs. 
15 We are requiring, and inLend to require, 
16 evaluaLion--very currenL evaluaLions aL all times as 
17 our "cooperaLors," as we call Lhem, or applicanLs, 
18 underLake cerLain phases of Lhe program and parLicularly 
19 aL Lhe end of each year period, and we will judge Lhe 
20 effecLiveness based on the acLual resulLs and on 
21 Lheir increases or lack of increase in exporLs as a 
22 result of Lhe program. 
23 Although Lhe implemenLaLion of AB1423 
24 is really in iLs infanL sLages, Lhe first round of 
25 evaluations encompassed 48 applications under which 
26 we had 34 contracts. This was done in May and June--the 
27 evaluations were done in May and June of Lhis year, 
28 aL which Lime Lhe applicaLions were received, and the 
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1985-86 mon s, we 
had a total of $2 ll to lize in the p:cogram, 
and f ca 86 '87, we have a total of $5 
1 1 
8 In what I call the second round of 
9 applications, and this was '86-'87 monies, we've 








I antic ll result. in 40 as yet, 
ant.s ll be for export. promotion. 
Of these 40, I 
new l as dif 
So, we 
65 Califo.cnia z 
food export programs. 
t.hat. 30 of these will be 
from the st round. 
a t.otal of approximately 




I might that the Assembly bill aut.horizes 
our 1 
p.cofit. and 
boards and the 
expo.cting 
rs who are 
24 f st time. 
f 
ss 
lude var types of organizations: 
z , such as the 
, the co-ops, and private 
act.ual fa:cme.c companies--
export. promotion for the 
CHAIRMAN DILLS: I was the author of 
a bill, is as the " lls-B:conzan Bill" 
27 
105. 
1 and would form their own marketing order 
2 Let's assume that they come out with 
3 a b.r.and, or_ an upon brand, do I understand that 
4 there is--that 50 percent of the p.r.omotion of this 
5 particular product--well, first of all, if this product 
6 that they're trying to market was already being sold 
7 in Taiwan, why, then, they would not be eligible? 
8 MR. URDA: No, not necessarily so. 
9 We try to determine that the effort that 
10 is being undertaken under the program is distinctly 
11 a new effort or an expanded effort. 
12 The company might be, theor_etically, 
13 spending $10,000 in promotional money. -if we, 
14 in judging them and evaluating the plan, can determine 
15 reasonably well that a $20,000 program will increase 
16 our_ exports significantly, we would most likely grant 
17 a contract to that firm. 
18 Aside from that, however, in many markets, 
19 such as Canada as I mentioned before, many of the 
20 promotional efforts are being taken for the first time. 
21 So, we try to encourage newer and smaller 
22 exporters, but we do not eliminate the people who are 
23 exporting and are under--and are willing to take a 
24 larger program, keeping in mind, of course, that everything 
25 that is being spent, the organization itself provides 
26 at least a matching amount--an equal amount of promotional 
27 funds. 
28 CHAIRMAN DILLS: I don't recall whether 
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1 23, and I don't if the othe:t 
, but I why was I 
ask mean to tell 
I a:ce putting up 
? 
I guess we a:ce. 
SENATOR RUSSELL: I must. have voted no. 
CHAIRMAN DILLS: It. doesn't. wo:tk that. 
ASSEMBLYMAN FRIZZELLE: May I? 
CHAIRMAN DILLS: Su:tely. 
ASSEMBLYMAN FRIZZELLE: Of cou:tse, this 
is a p:tomot.ion but s a vehicle that. p:tivate 
the piggyback is paid indus upon, 








But, I want 
If I buy a 
's made 
to p:tomot.e it., and we' r.-e 
to Califo:tnia as a 
Pacif Rim count.:cies. 
to ask anothe:c que 
that's la:tgely of cotton 
Kong by a U.S. company, 
's essent lly made in Communist China, is 
106. 
made of st. cotton, or is it made 6f local cotton? 
You pr.-obab 
likely to be made of? 
wouldn't know, but what's 
it's probab 
MR. URDA: Well, if it's made in Taiwan, 
s 11 likely to be U.S. cotton, but.--
ASSEMBLY~~N FRIZZELLE: We send the product 
CORPORATION 
107. 
1 out there, in other , and import it back as a 
2 ished product? 
3 MR. URDA: We wou be expor ng the 
4 cotton. 
5 Colton happens to be, as you may know, 
6 still our leading export. I believe $625 million in 
7 1985. 
8 ASSEMBLYMAN FRIZZELLE: Is there any 
9 restriction that we sent those--a certain percentage 
10 of those crops in U.S. bottoms? 
11 MR. URDA: Not under the slate program. 
12 The federal programs, as far as financing 
13 them is concerned, does require U.S. bottoms in many 
14 cases, but their regular promotional program that is 
15 operated by the foreign agriculture serv , they--as 
16 I mentioned in my testimony, our program is 
17 patterned very closely after the federal program . 
19 the foreign agriculture service, the promotional monies, 
20 no, do not require that the product be shipped by U.S. 
21 bottoms. 
22 ASSEMBLYMAN FRIZZELLE: Then, the last 
23 question relates to the use of the harbors. 
24 I understand a lot of the agricultural 
25 product ships out of what we would call secondary harbors; 
26 major harbors, but secondary harbors like Stockton 
27 and--
28 MR. URDA: Inland ports, more or less, yes. 
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s of Oakland, San 
Beach; is that. correct.? 
MR. URDA: No, I don't. so. 
I actual , the maj of 
ou:c agr are out. of the main 
s, the actual ocean ports. 
OUr.' --Stockton, Sacramento, 
and to some extent San D are t., at. the 
present. t. in somewhat. of a controversy with the 
in to the liz clause. 
For.- f the Port of s 
was used as the 11 I if it. was cheaper 
actual to take by truck to Oakland, 
fo.c I I under the shipping companies 
108. 
were what called an "equalization allowance" 
al cost. t.o be actual 
the Port. of Oakland still at. the same 
cos . 
ASSEMBLYMAN FRIZZELLE: Then, when 
goes overseas, it. goes overseas larger ships, I 
presume, and s a fferent rate than the smaller 
sh , essent 1 ? 
MR. URDA: In 1, ports, such as 
Sacx:-amento in lar of coux:-se deal with the 
PETERS 
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1 channel, and of course I am not an expert in shipping 
2 by any means. 
3 ASSEMBLYMAN FRIZZELLE: I m concerned 
4 about the deep-waters harbors; the use of them, the 
5 financial, and e demand on , and 
6 or not they return the kind of ratio of revenues that 
7 induce us to make an stment in rna in them: 
8 deepening them, having dockside fac ities, and all 
9 that kind of thing. 
10 MR. URDA: Yes, and on that subject in 
11 particular, I would say that I am not qualified to 
12 judge the economic feasibility of land ports. 
13 ASSEMBLYMAN FRIZZELLE: Thank you. 
14 CHAIRMAN DILLS: Thank you. 
15 You may proceed. 
16 MR. URDA: Just to summarize, we have--as 
17 we have devel the program, and as I had mentioned 
18 the main feature of Assembly Bill 1423 is to administer 
19 the matching funds allocation of promotional funds 
20 to qualified exporters. 
21 Many of our exporters--exporter promoting 
22 organizations, I should say, are the non-profit organization 
23 and also, of course, we have the exports. 
24 In addition to this feature of the program, 
25 several other. tures that we are developing is, of 
26 course, being in the position to give professional 
27 guidance to the new exporters. Our very large agricultural 
28 organizations, of course, which have been in the market 
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5 So, our second of our program is 
6 what we would call being the position to give them 
7 professional 
8 We a.ce also with the World Trade 
9 ssion in several other features including developing 
10 and facilitating a program of trade shows overseas 
1 and various supermarket 
12 cha world. We have, in fact, one this 
13 month s , one next month in Japan, and we 
t.hat s will eventua be to the point where 
15 we 11 be ab to do between 10 and 20 major promotions 
16 a year. 
7 
9 
24 do you 
be 
in, the operating company, or association, 
s at st 50 percent of the funds. 
I add, by the way--
CHAIRMAN DILLS: Have you--
MR. URDA: I'm s 
CHAIRMAN DILLS: Excuse me. 
Have you participated in the past, or 
participating in the--what used to 
as Cantomanano Guanjo" (phonetic)? 
In the People's Republic of China in 
PETERS SHORTHAND REPORTING CORPORATION 
3336 BRADSHAW ROAD. SUITE 240 
SACRAMENTO. CALIFORNIA 95827 
TELEPHONE {916) 362-2345 
111. 
1 MR. URDA: No, we--
2 CHAIRMAN DILLS: Have we become a part 
3 of that, ? 
4 MR. URDA: Well, we have not in the past--and 
5 as I mentioned, we are really on f old. 
6 So, we are in the process of developing 
7 what are the most important trade shows the world. 
8 We've selected, for examp , Food X in Japan, which 
9 is a major show in the Far East. There are two shows 
10 in Europe in alternating years which we'll participate 
11 in. We are looking at Hong Kong, Singapore, and we 
12 will certain look at Canton show, which is again 
13 a major show as far as China is concerned. 
14 We foresee that we will obably--as 
15 far as trade shows are concerned, we 11 probably 
16 be participating in f or s a year. The other 
17 part of the program is the cooperative promotions with 
18 supermarket chains the world. 
19 CHAIRMAN DILLS: Other. than the co-ops, 
20 themselves, what of non-profit groups are you 
21 discussing, or are you dealing with? 
22 MR. URDA: la.rly, industry 
23 associations; for example, Western Growers. 
24 We have the commissions; for example, 
25 the lettuce--the Iceberg Lettuce Commission, Pistachio 
26 Commission. We are also dealing with marketing, advisory 
27 boards, such as the California Raisin Board Association. 
28 These are types of non-profit 
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to that, we have the co-ops, 
, such as the B 
, Sunkist, of course, and, of course, CAGE 
5 which is California Almond Growers Exchange. 
6 CHAIRMAN DILLS: Thank you. 
7 MR. URDA: We are also working with the 
8 World Trade Commission to provide a center for trade 
9 leads to exporters and also to direct buyers to potential 
10 sources. 
11 This, again, is being developed with 
12 tying into the federal agriculture--foreign agriculture 
13 service program who has a great deal of data from their 
14 s around the world. 
15 Of course, as we develop our program, 
16 we are trying to stay on top of trade barriers of various 
17 so that we can 
World Trade 
our assistance and our input 
ssion's efforts, keeping 
g mind, of course, that we are particularly concerned 
28 
th agr lture, and we spec lize in agriculture, 
and it is our field. 
In match funds program, I do want 
to mention, of course, that all of these organizations 
that we deal have an sting organization which, 
of course, is being totally funded by themselves, and 
the advisory board and, of course, from the direction 
1 2. 
113. 
1 We do not get involved thei.c basic 
2 salaries and that type of We're t.cying to 
3 rna di.cect l money and to el 
4 oll the Lest of it, and it a position so that 
5 the o.cganization itself, of course des all the 
6 basic suppo.cl. 
7 As I mentioned, the prog.cam on being 
8 a few months old, but we have had people getting sla.cled 
9 with the program that have not exported before, and 
10 we are starting to gel results. We've had a kiwi 
11 organization--grower who came back from the Far East 
12 th several hundred thousand dolla.cs in orders. We're--
13 unde.c the program for the first lime, we'.ce exporting 
14 stLawberr s to the Middle East. We'Le staLling to 
15 got inte.cest --additional inteLest wine. Yeste.cday, 
16 we talked with a large coopeLative buying oLganization 
17 fLam Japan which has selected a California wine to 
18 in all of their stores. 
19 These are all--just a few examples, but 
20 these are the type of things that we are getting involved 
21 in. 
22 By the end of the first six months, OL 
23 the first one year, we believe, of course, we will 
24 be in the position to more accurately assess the success 
25 of the program. 
26 Based on the al program, which has 
27 had a t deal of success over the years, we think 
28 that the method that is being undertaken, in this case, 
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is a very ef 
car:eful 




SENATOR KEENE: Yes. 
is the 




7 SENATOR KEENE: Which wine did they select? 
8 MR. URDA: They selected a wine by--with 
9 the brand name of Gibson, which is not too well known, 
10 this is typical of the Japanese. 
1 A California zation by the name 
12 of Agcal had spent a great deal of time with this co-op, 







, of course, now, 
a working 
the Japanese organiz 
was not a rna j o:c 
approximately 
on the basis of that, 
se this wine, which 
known 
SENATOR KEENE: Where is it made? 
MR. URDA: I believe they're from 
and Sanger. 
Some of better known brands of wine, 
22 of course, are members of our program. 
We deal with the California Wine Growers, 
and we do have an application from the Wine Institute, 
and of course we have applications also from Gallo 
and Sebastiani, 
wineries. 
addition to a number of smaller 
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115. 
1 CHAIRMAN DILLS: Surely. 
2 SENATOR RUSSELL: Do they expect to export 
3 a significant amount, OL is this just kind of a little 
4 teaser? 
5 MR. URDA: No. 
6 One of the requirements in the applications 
7 to us is for them to specifically outline what their 
8 goals and objectives are. 
9 Simply speaking, as a result of, say, 
10 an investment $100,000, we want to know in their 
11 application what return they expect to get out of that. 
12 For example, we did have another wine company that 
13 came in with a proposal that they were going to--they 
14 had set as their goal about 10,000 cases in Japan, 
15 and when we figured it out, they were spending about 
16 $53 per case of promotion money, and I can assure you 
17 we turned that proposal down very quickly. 
18 But, no--yes, these are--the programs 
19 that we are evaluating and that we are contracting 
20 for involve significant increases in exports, and we--as 
21 I say, we are making that a prime requirement that 
22 they specifically outline what their objectives are. 
23 So, of course, in a $2.83 billion export 
24 market, or export value, the amount of $5 million which 
25 of course represents at least a total expenditure of 
26 $10 million, when you consider the applicant's contribution, 
27 but even that amount of money in marketing terms is 
28 not a very large percentage. 
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amount of state 
116. 
of that we ar:e 
, we would estimate that the 
1 zed would represent 
or ss of what the goals are; for example, 
5 f they're spending $5,000, we would judge a minimum 
6 amount of $100,000. In some of these cases, it is 
7 much, much more. amount of money being proposed 
8 for the investment is infinitesimal compared to the 
9 goals, yes. 
10 
11 
SENATOR RUSSELL: Thank you. 
CHAIRMAN DILLS: It's budgeted for $5 





MR. URDA: That is 
1, 1986. 
fiscal '86-'87, 
CHAIRMAN DILLS: Thank you. 
16 MR. URDA: The program has a three-year, 
17 I guess we would call , somewhat of a sunset clause, 
18 and requ s a very thorough evaluation at the end 
19 of the three-year period. 
CHAIRMAN DILLS: Are there any ques 
or comments? 
(No response.} 
CHAIRMAN DILLS: Thank you very much. 
24 MR. URDA: Thank you. 
27 
CHAIRMAN DILLS: Thank you, again, for 
waiting for us to return from what was a very delightful 
PETERS SHORTHAND REPORTING CORPORATION 
1 Depar_tment of Commerce. 
2 MR. QUINN: Thank you very much, Mr. 
3 Cha and members. 
4 I have a prepared statement here, 
5 and I have some copies of it if you would like to pass 
6 them around. 
7 CHAIRMAN DILLS: Appreciate it. 
8 Thank you. 
9 MR. QUINN: I will be happy to answer 
10 any questions on what we are doing. 
11 I'm happy to have the oppor.tunity to 
12 come before you today and discuss with you some of 
13 the actions being taken by the Department of Commerce 
14 to promote California within the Pacific Rim. 
15 The primary goal of our department is 
16 job creation, and that involves attracting new business 
17 investment to the state. We do this by direct contact 
18 with compan s and through an aggressive strategic 
19 marketing campaign whereby we let companies know that 
20 the welcome mat is out in California, and this, of 
21 course, has involved us directly in the Pacific Rim. 
22 We have five elements in our Pacific 
23 Rim approach. 





with important Pacif Rim economic organizations, 
such as JETRO, the Japan External Trade Organization, 
Hong Kong Trade and Development Organization, Japan 
Business Association, and major banks. 
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businesses work through 
















Thirdly, we have an aggressive marketing 
has luded state advertisements 
1 and 1 ications, including 
Wall Street Journal and The Economist. Here, 
le is State of Cali 's ad, which 
rnat 1 editions of The 
16 Economist. 
17 I'll pass s around if you would just 
to promote the state. to see how we are 
have run s ad, of course, many national 
as well 
We a number of state 
stment ss s to As In 1984, the department 
he ize the f st California exhibit in Japan. 
Members of our staff traveled to Korea, Japan, 
and Hong Kong seeking out investment opportun ies, 
and we have been lved with the establishment 
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1 One of our staff members, as a matter 
2 of fact, is in Tokyo right now, and he's making some 
3 of the final arrangements with that office. 
4 Our office of tourism 
5 will lead a tourism sales mission to Japan in April 
6 which will involve a number of California tour operators. 
7 Here's a copy (indicating) of one of 
8 our state tourist pamphlets in Japanese. This is a 
9 Visitor and Convention Bureau Guide. It's printed 
10 in quite a number of languages. 
11 We are doing, I believe, 11 sales missions 
12 this year, and about 8 of these involve foreign countries. 
13 This is all part of our effort to bring 
14 international visitors to California. 
15 The tourism industry is approximately 
16 a $31 billion industry here, and about $4 billion of 
17 that is generated by overseas visitors. In 1985, more 
18 than 500 Japanese visited the state, and more than 
19 600,000 Canadians. That was equal to 28 percent of 
20 our 4.2 million foreign visitors that year. 
21 A f01u. th effort involves rec.r.ui tment 
22 of Pacific Rim companies to the state, and this is 
23 one area in which we have been particularly active. 
24 We have played some role in the .r.ec.r.uitment of nearly 
25 one-third of the billion dollars plus annual Japanese 
26 investment in the state. We worked with General Motors 
27 and Toyota to make possible the new United Motors' 
28 plant in Freernont, which is the first joint venture 
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1 a se an Ame:c an automobi 
s s jobs some 3,000 :cs 
We also assisted NEC Corporation, the 
la st company the world, with its 
5 s of a $700 million Japanese investment in Roseville, 
6 that 11 be st Japanese investment 
the States. 
8 SENATOR RUSSELL: May I ask a question, 
9 MY'. Chai:cman? 
10 CHAIRMAN DILLS: Senator Russell. 
11 SENATOR RUSSELL: Have you or any of 
2 the g:coups that deal with Pacif Rim and trade had 
13 a chance to study what Japanese government does 
14 terms of encouraging the companies to trade with 
15 foreign nations, primarily the United the States? 
16 I'm not talking about subsidy, but there 
1 seems to be a Japan, what little I undel:'s 
about , between the govel:'nment and business, and 
19 they create a climate which seems to be favol:'able--maybe 
paternalistic, with the Japanese business community 
terms of he without--not necessarily outY'ight 
subsidy, to do theil:' thing. 
Have you studied that? 
MR. QUINN: Yes, we have. 
The Ministry there is called "MITI." 
I think it's the Ministl:'y of International T:J:'ade and 
Investment. 
Now, the concern of the Department of 
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1 CommeLce is on the investment si 'rhe Wor.ld Trade 
2 Commission takes caLe of expoLt side. We'Le 
3 essential , to br some of money back here in 
4 ter.ms of drawing se stment to California. 
5 They do have a se this par.ticulaL 
6 nistr.y wher.e the compan s dir.ect with the 
7 Japanese government. 
8 Also, they wor.k ver.y closely through 
9 their. banks. Four of the five largest banks in the 
10 world are Japanese now, and they have tremendous assets, 
11 and they are looking for. overseas investment opportunities. 
12 SENATOR RUSSELL: Well, without going 
13 into a detailed explanation of what you found, it would--
14 gr.anted, the main focal point probably r.ests with the 
15 fedeLal government, but you been able to define 
16 anything that we at the state level, as policy-makers, 
17 legislators, can do the same l kinds of things 
18 that the Japanese have done? 
19 MR. QUINN: What we have found is that 
20 the state government can effect l investment 
21 into the state. 
22 We are, essentially, in competition with 
23 other states, particularly the other Sunbelt states. 
24 What we find is the Japanese wor.k through 
25 a very united effort. Their. government works direct 
26 conjunction with the s and with the 
27 banks to seek out investment opportunities. 
28 I don't what this government here 
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1 cou do cause our s ~em is so dif here. 
essen~ , a one-par~y 
tern more easi 
become d mat~ers our 
5 can. 
6 Wha~ we found, however, is ~ha~ 
and ~heir various 
s s~a~e offers, tha~ we 
9 can bea~ some of our compe~ing states in a~~rac~ing 
7 se 
s~r s aware of what 









It doesn'~ sound like 
we, as legislators, 
14 can 
15 MR. 
end up be 







8 The has considerab or the dollar 
9 s cons fallen against ~he yen. The budge~ 
1 ~his year's budget for amoun~ that was 
the overseas off 
dollar-yen s 
, because of s change in 
11 no~ be enough. 
We would like ~o do more s~ate promotion, 
It's our view with this incredible 
capital they have there, and with the concern 
they have about tionism in ~he United States, 
the Japanese government--and again, this is how their 
PETERS 
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1 they have made a consc dec is to e their 
2 companies to invest overseas, part ularly in the United 
3 StaLes. 
4 So, we see some real tunites to 
5 bring add ional stment here and does create 
6 jobs here. 
7 But our job at Commerce has mainly been 
8 t.o promote state and then to assist in sit_e locations 
9 once a company overseas shows an interest in coming 
10 to the state. 
11 SENATOR RUSSELL: Is it part of your 
12 function t_o det.ermine, in encourag ies to 
13 come here, what k s of t.h s need to be done to 
14 make it attractive? 
15 MR. Yes, yes, that is. 
16 We 11 over--if we find a company, and 
17 we've done s a number of cases, that.'s looking 
18 at, say, Wash state, Texas, Oregon, and California--in 
19 one case, we sent one of our--we found a large company 
20 that was look at those several states. We sent 
21 a member of our taff to , sat. down th the company, 
22 got_ a balance sheet out, and went over the differences 
23 between business costs in this state as against the 
24 other states. 
25 We will tell them about ies 
26 for getting industrial revenue bonding here, getting 
27 worker training through the employment train panel, 
28 other incentives which we have. Our educational system 
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a much better 
states because 
low-cost 
land, , could f somewhere the Central 
Valley, but be within just a couple of hours drive 
of the research s here the 
L.A. Basin or Area, and those are important 
factors for companies. 
p 
So, if we f a company showing interest 
to the States, we'll get right in 
and to that Cali ia is the 
to come. 
CHAIRMAN DILLS: Assemblyman Frizzel 
ASSEMBLYMAN FRIZZELLE: Mr..-. Quinn, there 






, we worry a great 
s state about the jobs 
we send overseas where our labor is presumab 
r, and yet, the 
our to 
se are coming here and 
here to compete with us. 
MR. 
competing with us here. 
Well, 're not really 
jobs 
that. 
I mean our 
American workers--
is they are providing 





1 ASSEMBLYMAN FRIZZELLE: But, why would 
2 they come and use our labor if it's so much more expensive 
3 what their: goes for: 
4 MR. QUINN: Well, there are--first of 
5 all, the labor difference between the United States 
6 and Japan is not that great anymore. It's not like 
7 it was. 
8 The labor differential now is between 
9 the United States and what are called the "Four Tigers" 
10 of the Orient--the smaller countries: Korea, Taiwan, 
11 Hong Kong. 
12 ASSEMBLYMAN FRIZZELLE: Following the 
13 same line of rationale then, if the labor: costs are 
14 leveling out, as being more and more nearly equal, 
15 and they are seeking investment in this country in 
16 order: to produce materials and products and so forth, 
17 and then they market them, and their banking interests 
18 are seeking increasing stments as well as buying 
19 up banks here, why--
20 MR. QUINN: Well, for one thing, the 
21 Japanese--
22 ASSEMBLYMAN FRIZZELLE: --if this economy 
23 is so bad? 
24 MR. QUINN: The Japanese economy has 
25 been very strong. I think there are some downturns, 
26 now, as it relates to the yen-dollar situation which 
27 I touched on. 
28 But, take a practical example: The largest 
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the States is down 
we wou to see is if Amer 
s, because 
here, we would like to have 
them made here and like to have Americans making them. 
ASSEMBLYMAN FRIZZELLE: I can understand 









MR QUINN: , the markets are here. 
What we're doing is attracting capital 
to create jobs here for markets that are here. 
ASSEMBLYMAN FRIZZELLE: Then, why can't 
we use the same capital 
companies to produce 
also? 
stment here by our own 
products that people would 
MR. QUINN: Well, far from the department's 
16 standpoint, we spend most of our time and most of our 
17 ef t with promoting American firms here. 
18 
19 Rim, so I 
s hear 
been deal 
is dealing with the Pacific 
with our efforts there. 
We just returned two weeks ago from an 
stment mission to Ch ago, in which we hosted a 
luncheon 50 major ago-based companies 
126. 
23 trying to tell them that, "If you're looking for expansion 
24 on the west coast, this is the place to do it." 
25 We are trying very hard to bring investment, 
27 
28 
icularly from the "Rust Belt" states, where business 
PETERS SHORTHAND REPORTING CORPORATION 
1 ASSEMBLYMAN FRIZZELLE: I'm t.cying to 
2 plug together the rational for the investment capital 
3 that many dec..cy our.. seems to be running 
4 ove..cseas, why is the overseas money .cunning here? 
5 MR. QUINN: I think that we a..ce trying 
6 to make a favo..cable investment climate he.ce. 
7 He..ce is where the markets are. I mean, 
8 the United States is clearly the major consumer market 
9 in the world. 
10 We think that it's going to be better--
11 ASSEMBLYMAN FRIZZELLE: Then, we shouldn't 
12 worry about overseas deficit o..c t_r_ade imbalance? 
13 MR. QUINN: Well, the gentleman from 
14 the Federal Rese..cve Bank noted that when you take a 
15 look at the whole balance of payments, a compensating 
16 factor fo..c the trade def it, which in this state is 
17 ve..cy bad--we've got about $20 billion tr..ade deficit 
18 going overseas, the compensating factor is drawing 
19 some of that money back in terms of investment coming 
20 
1 back. 
21 It's really our own dollars coming back 
22 in many ways. 
23 ASSEMBLYMAN FRIZZELLE: Well, that's 
24 what I tended to think, but I couldn't get him to say. 
25 I didn't get that out of his testimony. 
26 MR. QUINN: Well, I don't know. 
27 That's--my sense of what's really gone on 
28 is, we are buying an awful lot of Japanese-made cars 
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Make your product them "Come back 
market is here. 11 
We would much rather a Japanese-made 
firm making 
State of California 
re we have s tremendous talented workforce, 
we think that we do 
te well. 
As a matte 
the cost of 
do bus ss than 
ASSEMBLYMAN 





real stress, and 
of fact, cost of living 
ss we are a better place 
is. 
FRIZZELLE: Do you think 
just as well, 
do too, or they wouldn't 
and using our workers 
We ve with the 
s been made 
over the last 
Governor 




tern back up to a level, and we've tried 
to stress the fact that we have three of the five best 
schools the here. 
128 
s. 
So, if you want a trained, educated workforce 
CORPORATION 
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1 microelectronics field, this is the place to come and 
2 do it. 
3 That's real ef t has been 
4 about. 
5 We have also put considerable effort 
6 into researching the Pacific Rim. Our 1985 statistical 
7 study of California and the 28 nations of the Pacific 
8 Rim, titled "Facts on the Pacific Rim," has been very 
9 well received, and we have had requests for this particular 
10 fact book from all over the country. 
11 My office put it out, and we're on our 
12 fourth reprinting of it now. This was one of the major 
13 source documents, by the way, for the CEDC's study. 
14 This year, the department is working 
15 on a detailed report of foreign direct investment in 
16 the state. We found this a more difficult area 
17 than we thought. 
18 As an example, are only two federal 
19 government sources for data on foreign stment: 
20 the International Trade Adminstration, which tracks 
21 foreign investment transactions; and The Bureau of 
22 Economic Ana is, which provides information on the 
23 book value of foreign-owned businesses. 
24 All foreign firms in the United States 
26 Depa.r..tment of Commerce. This forms the basis for 
27 the bureau's reports. 
28 By using this data, and our own sources, 
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the last few 
, the 
h 
rate of Asian investment has been 
stment. Canada is the 
rna OX' investor the state. Their investments 
ar.'e wo about--worth just under $5 billion. Great 
9 Britain interestingly, is second with $3.4 billion. 









But, s mov 
in s state the major 
Between 1976 
stment trans by 
exceeds number of new 
and Canada combined. 
much faster to invest 
investors are. 
'84, there were 321 
se firms s state. 
stments from Great 
I note here that a lot has been 
about Governor's Of is going to 
open up 
off ice fo:c 
Japan. We ll also be opening up a state 
stment and 
ll cover the 
We found 
source future investment 
G:ceat Britian and 
us. 
the major investment 
Europe is going to 
130. 
be coming from Cent:cal ily from Switzerland, 
and the States of Southern Germany. 
So, we have made a special effort there, 
also, and I think the two majo:c growth factors of 
the major growth stment in the next 
CORPORATION 
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1 decade are going to be Japan and Germany, two of the 
2 wealthiest nations in the world. 
3 Cali a, the way, in year 2000, 
4 will have an economy that is almost equal to that of 
5 West Germany, and will be probably ranked 5th in the 
6 entire,trailed only the United States as a whole, 
7 the Soviet Union, Japan, and Germany. 
8 So, it seems to us, that for the future, 
9 Japan and Germany are really going to be the countries 
10 that are going to be investing here. 
11 These are some of the reasons for our 
12 concentration on the Pacific Rim. As we have pointed 
13 out in our marketing mater ls, this is a $3 trillion 
14 market growing at the rate of $3 billion a week. We 
15 carne up with this astounding figure, by the way, while 
16 doing research for our statistical study. 
17 A particularly important factor for us, 
18 as I mentioned, is looking at Japanese investment in 
19 terms of the strength of their banking system. Four 
20 of the five top banks 1n the world are Japanese, and 
21 with each of these banks--Dai Ichi Kangyo, Fugi, Sumitomo, 
22 and Mitsubishi--our department has a special investment 
23 agreement. 
24 At the Department of Comme.tce, we are 
25 uniquely aware of the internal natu.te of California--of 
26 the international nature of California's economy. There 
27 is no doubt that the Pacific world will dominate the 
28 economic order of the 21st century as the Atlantic 
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Cali is a far~ and away the 
the United States and we 
's on nat.u.cal 
s Pacific century, 
so much effort in our 
we should lead the nation 
that is why we have 
tment on working 
Paci Pacific Rim issues. 
8 Be happy to answer any further questions. 
9 CHAIRMAN DILLS: Will you go back to 
10 that statement that you made--if there is ever a reason 











because has a special 
with Japanese bank. 
Just how does that work? 
MR. QUINN: The way it works, Senator, 
the Japanese companies look to their: banks 
to f stment 
We've s 
s for them. 
d agreements with 15 banks 
19 that whenever they have a customer that they know is 
27 
28 
an stment s -looking for a plant 
site, o.c an tment ty in the United States, 
will contact us. We, then, will go and try to 
prov them as much site-specific detail as we can. 
Say we f that a Japanese company is 
looking 200,000 square foot industrial plant; they'll 
need to be near a port, near a railroad; they want 
to have a univers within 30 miles because 're 
PETERS SHORTHAND REPORTING CORPORATION 
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1 try to find that part lar site the state, and 
2 since we are such a large state, we can usually find 
3 s. 
4 We'll sit down with the bank and work 
5 through the balance sheet and try to show them that 
6 if they were to choose our particular site, they would 
7 perhaps save money over a 10- or 15-year period, as 
8 compared with other potential sites. Generally, we'll 
9 try to find where else they are looking, and there 
10 are about five or six metropolitan areas in the country 
11 that the Japanese tend to look very, very closely at 
12 outside the state. 
13 That's, essential , how it works. 
14 Our sense of the Japanese growth is based 
15 on the assets of their banks and the fact that we've 
16 been getting about 40 percent of the total Japanese 
17 investment, in the United States, here in this state. 
133. 
18 Also, we have many really strong attributes 
19 here. We have a very large Asian population in this 
20 state. Very often a Japanese company decides where 
21 to settle based on where the chief executive officer 
22 wants to live. 
23 We have a lot of--
24 CHAIRMAN DILLS: Ten percent of my district 
25 is Asian-Pacific, and I have Nissan, and I have Sony, 
26 and I have Sanyo, and I have them all along Artesia 
27 Bouleva:r·d. 
28 MR. QUINN: And, that has been a very 
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ls the people 
se ll be br some of 
'll want good 
rstand the Asian culture. 







in this state 
, Texas. Austin 
8 has been one of our b competing areas. 
9 I mean, maybe you can find cheaper land 









Texas someplace, but if you want to have the infrastructure 
19 
23 
an As company is to with, we can 
0 s II , come here, and we will find it 
you here. 11 
hotel 
a 





care of that, 22-story, or 
you much for your 
MR. INN: Thank you. 
CHAIRMAN DILLS: I want to thank you 
for out our tourism commission is 
going to take a tr 
that. 
over to As I was not aware 
commission, was one of --was the lead author, 
I should say--
PETERS SHORTHAND REPORTING CORPORATION 
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1 CHAIRMAN DILLS: committee was the 
2 lead author on a most amazing bill. 
3 The.te wer.e foux. separ.ate committees dealing 
4 wi tour was committee, and a 
5 Killea committee, and there was a Fa:c..c committee, 
6 then there was the Dills' committee--ox. rather, the 
7 ,Joint Committee on State's Economy. 
8 So, we knocked heads togethex., and they 
9 let me be the lead author, and we set up a tou..cism 
10 commission in the State of California, and we funded 
11 it with $5 million last Then, the Governor put 
12 in another $5 ll for this and some very 
13 striking results have come out of it. 
14 One of the things, if you folks haven't 
15 been made aware of , one of the best maps of California 
16 that ARCO Company put out--I'm not trying to advertise 
17 them, I'm just trying to advertise some of the things 
18 being done sm commission, pointing out 
19 that we have, in fact, 12 Californias; not just one, 
20 but we have 12 different regions. 
21 It sets them, and there's the Central 
22 Coast, the Central Valley, San Franscisco, and so on--a 
23 beautiful map on the back of it, and then it has selected 
24 state and national parks Californ 
25 s sort of 11 go as fast as 
26 you can get it hands of the people who come, 
27 particularly, f.tom 
28 MR. QUINN: Yes. 
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CHAIRMAN DILLS: are a peop who 
if 
I 
's sa to 
So, se 
I've 
my newsletter, I 
't. want to 
to out--if 
--I just can't keep enough 
on the company, 
to people that if 
shed a copy of them, why, write my office, and 
I'd make available. 
I don't. think I have any more of them 
But sm of these people--they have 
also fr , re s, are bus ss people 
themselves-- two of them work very well together. 
MR. Yes, and I should mention 
1 
on , Senator, that s of our tourism promotion 
ef 
, actual 
Our off of tour , through our advert.is 
map, and then ARCO 
CHAIRMAN DILLS: r 
MR. INN: I bel they paid for three 
llion cop s. That. map was given away at t.he California 
llion up at Vancouver Expo. 
We have trouble keeping ln the various 
s s and Convention Bureaus. They have been 
extreme 
1 budget, we were able to rease up to $7 million. 
2 We have been able to doub that amount by getting 
3 private companies, rna oil companies and airlines, 
4 to go in with cooperative marketing. 
5 We have a 23-second television spot which 
6 has been LUnn in a number of markets. We sell the 
7 last seven seconds. So, it's a thirty-second spot. 
8 We have twenty-three seconds that we prepared about, 
9 "Corne to the"--California is making the point about 
10 the diversity of the state, and we sell the last seven 
11 seconds to airl s. 
12 This year--right this week, as a matter 
13 of fact, we are out lrning six ten-second television 
14 spots on the states which we're going to begin running 
15 here. That's what the extra $2 million is for, and 
16 we will be advertising to people in California to 
137. 
17 travel the state, and we are hoping to also cooperatively 
18 market that so that we can make that $2 million actually 
19 buy us $4 million worth of production and time. 
20 But, it has worked out very, very well. 
21 As a matter of fact, this California 
22 thing, in Japanese here, describes each of the 12 regions. 
23 The only way I know is because it's got little maps 
24 of them here. 
25 CHAIRMAN DILLS: I haven't seen that. 
26 MR. QUINN: I'll leave a copy of it here. 
27 CHAIRMAN DILLS: Under Governor Reagan, 
28 we had offices in Japan, and then when Jerry Brown carne 
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Japan, and even 
one person that we had over there--why, we couldn't 
him any longer. 
I was a s in the face 
on not only 
more than one 
us, t.oo, that. we couldn't. afford 
sent.ative in Japan. 
MR. QUINN: We're absolutely convinced 
when we open t.he office there, it's just going 
138. 
t.o inundated work se are so many compan s 
for opportun s 








CHAIR~iliN DILLS: Our next witness+ if 
you':ce s 11 us, is 0 Connell. 
members. 
to 
MR. 0 CONNELL: Thank you, Mr. Cha 
I'm 
ze a--L 
1 for this belated opportunity 
Governor McCarthy's proposal 
an international trade policy for the State of 
CalifoL-nia. 
1 to the California State Wo.cld T.cade Commission at its 
2 meeting in Los Angeles late last month. 
3 This s by no means 
4 to be the last word on subject; if anything 
5 it may be one of the l words. 
6 Over the past couple of years, both 
7 the Lieutenant Governor and I have met th any 
8 number of groups, attended any number of conferences, 
9 all devoted to aspects of California's role in 
10 international trade. One of the central conclusions 
11 we reached was that the agriculture people had 
12 a tendency to meet and discuss their problems 
13 quite apart from the tech who met and 
14 discussed their difficulties, and then there were 
15 the people who were concerned about intellectual 
16 pr.operty r s met and discussed grievances. 
What was ing was some sense of 
18 consistency or an umbrella, if you will, to bring 
19 the concerns of these various groups together, 
20 Earlier this year, the Lieutenant 
21 Governor appeared at the California Policy Seminar 
22 retreat in Berkeley and reiterated his concern 
23 about the need to develop some greater sense of 
24 consistency in the state's approach to international 
25 trade, and sequently, we decided that the best 
26 thing that we could do to contribute and to get 
27 the ball rolling, in terms of developing a trade 
28 policy, was to take matters into our own hands 
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people we call 
size a of the discussions 
the last le 
one 
At the Trade ss meeting, 
, the ss directed its 
s document 
11 usual 
most commonly come to 
consultation with 
,"but the individuals 
fore when we discuss 
ional trade issues, and following 
s , staff was r directed to produce 








at ch , the commission 
of reject the policy or to 
Fortunate is cu paper 
has rece a 1 of attention. &~ong 
s, the Cali ia Council Int.ernat.iona 








of their more 
has an st. facilitating 
discussion of this white paper. 
've asked us to supply them with 
1 copies circulation to members 
as well as to some 




1 with the leaders of the Cali Council for 
2 International Trade to go over this also in conjunction 
3 with repre s of the World Trade ss 
4 So, we hope that we're proceeding along 
5 a good course, and what I'd like to do here is to briefly 
6 summarize some of the contents and findings of this 
7 paper. 
8 Now, you may start off by saying, Isn't 
9 it somewhat presumptuous for a state to devise for 
10 itself an international trade policy? After all, 
11 the U.S. Constitution clearly assigns the conduct of 
12 foreign relations, whether they be diplomatic, military, 
13 or commerc 1 to the feder.-al government. And, then, 
14 in addition, as economists will remind us, the principle 
15 determinants of international trade flows tend to be 
16 macro economic factors over which individual states, 
17 t alone nations, have litt contr.ol. 
18 But, response, we'd argue that states 
19 have always had an obligation to promote economic prosperity 
20 as a means of ensuring the well being of their citizens 
21 and not, incidentally, also ensuring a healthy tax 
22 base from which to fund public programs. 
23 Throughout much of our history, however 
24 this responsibility for encouraging enterprise could 




to what was going on the broader international world. 
We were blessed with an abundant, broad, and very prosperous 
domestic economy upon which most American companies 
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done ly, can concentrate. 
stances as an a You lus. 
, however:, all of s 
r:e changed, 











ive, the c 
s sets we 
and much of arr: s 
to s 
s 
last le of 
economy is undergoing a 
addition to a shift fr:om 
base. The domestic economy 
ly internationalized. 
s r:egular:ity, the car:s 
s we wear:, the food we eat, 
ar:e being produced overseas 
that ar:e adjacent 
l , today, international tr:ade 
stment accounts 17 ' or: about $85 
l all 
Bank, s 
the end o 
Acco 
Development ss 
jobs of some 1.5 mill 
bus ss activity in California. 
to jections by Wells Fa:cgo 
ld increase to about 25 percent 
to ca lations that the Economic 
has made, we figure that the 
Californians are directly 
linked to international commerce; and, in addition, 
143. 
1 Largely with the repeal of the unitary 
2 tax, we anLicipate that this foreign investment should 
3 increase even more. 
4 In short, international trade has become 
5 just too important to this state's economy to be dealt 
6 with in a casual and haphazard fashion, and fortunately, 
7 the Legislature recognized this four years ago when 
8 it enacted legislation creating the California State 
9 Wo.cld Trade Commission. 
10 The commission's mandate was not only 
11 to boosL California's exports, but also to serve as 
12 a forum for expressing and ing the state's 
13 position on major trading issues, but while a great 
14 deal of p.r:ogress has been made on the commission, major 
15 challenges still lie ahead. 
16 Indeed, as we become more active, as 
17 the state becomes more active in trade, the need for 
18 a more coherent and comprehensive policy becomes even 
19 more acute and apparent. 
20 What should this policy aim to do? 
21 Well, we figure that it should do two 
22 things, primarily: 
23 First, it should provide a rational framework 
24 for guiding the trade-related activities of state agencies; 
25 and, secondly, it should also provide an explicit statement 
26 of where Californ SLands on the key issues of internationill 
27 trade. 
28 Now, going back to the first of these 
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. Several member.s of 
resented 
Cali State World 
of Commer.ce and Food 
lved international 
investment activities. So, too are the Governor's 
Off , our own Economic Development Commission, the 
0 of Cali 
Ene.cgy ss 
ma:ckets fo.c a 
the 
a-Mexico Af s, and even the State 
potential overseas is exp 
s. 
For.-tuna te , we've not yet approached 
z state of ision-making as 
to be at the 1 level where no fewer than 
25 agencies and 19 congressional committees 
exercise some i over. inter.national tr.ade issues. 
ASSEMBLYMAN FRIZZELLE: M:c. Chairman. 
CHAIRMAN DILLS: Assemblyman zzelle. 
ASSEMBLYMAN FRIZZELLE: Do you envis 
some confl between the 1 government and the 
interests--the sts in Califo:cnia as 
we seek to not only California as an economic 
but to the benefit of Ca ifornia, specifically? 
federal gove:cnment, I p.cesume, may 
want to take on mant of international relation's 
decision-making, and to the detriment of California, 
SHORTHAND REPORTING CORPORATION 
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1 wit-hin the total of United States, and we may 
2 lose some segments of our markets t-hat we've developed 
3 simply because of want, say, Midwestern 
4 grain or some ot-her kinds of special interest t_o be 
5 promoted instead. 
6 How do we relat-e to t_he federal--t-o our 
7 own federal government as a pot-ential competitor? 
8 MR. O'CONNELL: Well, I think, Assemblyman 
9 Frizzelle, that_ we're already in that posit-ion. 
10 One of the reasons--
11 ASSEMBLYMAN FRIZZELLE: Well, being in 
12 that posi now, what can we--should we be facing 
13 as policy makers? 
14 I t-hink we should, but--
15 MR. O'CONNELL: 
145. 
16 Well, one of the reasons that we've proceeded 
17 with this white is we've found consistently, 
18 in talking with various segment-s of the export communit-y 
19 California, that washingt-on is not t-hat_ well attuned 
20 to their.- part lar int-erests. 
21 For example, in July of 1985, t_he World 
22 Trade Commission met in Fresno t_o conduct a special 
23 hearing. We heard about 19 witnesses represent-ing 





of them re to either discussing concerns with 
their export potential, the difficulties they have 
in export_, also people t-alking about foreign food imports 
corning in and interfering with their markets. 
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stern gra farmers. 
sts that were particular 
1 crops, the fresh 
seem to be in a position where 
9 the federal government is willing to bend over backwards 
0 to lp grain farmers Kansas and Iowa, but would 
1 not lift a finger to do s lar to benefit California s 
12 rs, and I think that if you go the Central 






when the 1 
refused to take on the 
brazen constra s on 
was reaffirmed just last week 
and the U.S. trade repre 
se over the issue of their 
of rice. 








wanting to subs 
Union. 
So 
to f stern 







own free trade 
was 
a number of our allies, 
shipments to the Soviet 
lling to do something 
in farmers, it would not 
take similar action to benef the interests of California 
PETERS SHORTHAND REPORTING CORPORATION 
147. 
1 seems to be a consistent theme that 
2 eme.cges. 
3 se, if talk to our: h techno 
4 companies, pr ipal those 
5 they complain vigorously about the way 1 
6 government sets up constra on their lity to 
7 export high-technology s. 
8 Now, to be sure, this country needs to 
9 have a system of export controls on high-technology 
10 products to prevent some advanced technology from falling 
11 into the wrong hands, but the system that we have in 
12 place bears all of the ef iency and effectiveness 
13 of some contraption contr by Ruth Goldberg. 
14 ASSEMBLYMAN FRI Z ZELLE: 'rhen, you would 
15 almost suggest--I'm reading you as saying that we should 
16 have some kind of policy in California that, in essence, 
17 stated that "If we do it as well or better, we ought 
18 to be allowed to be the authority involved." 
19 MR. O'CONNELL: Well, I think that we 
20 should say this: 
21 We should better define what California's 
22 interests are, and often because of the distinctive 
23 mix of the California economy, because of the distinctive 
24 kinds of crops that our agricultural people grow, for: 
25 example, or because of preponderance of high-tech 
26 as a component of our: manufacturing economy, we have 
27 interests that tend to be s from 
28 of the nation in many instances. 
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we would l to do is to 
ts as best we can 
our ob s to make sure that that 
sts gets 
, to the 
very clearly to 
al decision-makers so they 
our sts are. 
ASSEMBLYMAN FRIZZELLE: Shouldn't we 
1 8. 
be, then, at least li or defining what those interests 
a..ce and how 
nat 1 
? 






MR. 0 CONNELL 
a--
I 
f.com general and 
very def ly. 
ASSEMBLYMAN FRIZZELLE: Who is doing 
MR. O'CONNELL: That should be a function 
ss 
ASSEMBLY~lliN FRI ZELLE: But, 's a policy 
to as a State Legislature, 
1 because what you're doing--
MR. O'CONNELL: I that a statement 
as a state ought to be, perhaps, 
the Wo..cld Trade Commission but subject 
to review and approval by b..canches of government. 
But, I one of the problems 
that we have is that we have the st delegation 
Congre s, but 's 
1 worthless when it comes to bringing about an agreement 
2 between states the total vote of 434 people. 
3 MR. 0 1 CONNELL But could be 
4 more effect than it is because one of the things 
5 we find in talking to congressional representatives, 
6 for example, is that they often get very mixed cues 
7 from home. 
149. 
8 I had a discussion with a northern California 
9 Congressman last week up in Sacramento, who voted against 
10 overriding the President's veto of the Jenkins Bill, 
11 the textile bill, and from his political makeup, I 
12 would have ass he would have voted to go along 
13 with the President's veto. I asked him why, and he 
14 said, "Well, I really didn't get any calls of letters 
15 on s. It was to me, a free vote. So, I had a couple 
16 of debts to pay o , and so I paid off my debts." 
17 The Jenkins--the vote ot override the 
18 Jenkins Bill was a classic case of where the Congress 
19 stood on protectionist legislation: key matter of 
20 international trade policy for this country, and it 
21 was at least--and I think of several other instances, 
22 where, because they did not receive a clear message 
23 from their distr t in California or from the California 
24 State World Trade Commission or any other authority 
25 who could purport to speak for a large segment of California 
26 that he simply said, "Well, it's a free vote. The 
27 
28 
folks at home don't really care where I go, but I know 
that I've got a friend down in Georgia that lowe a 
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s vote on s issue. 
f our 
s we t a well art 
set of we can send back to Washington 
and to start t.h our ssional delegation 
make sure that. 
at t s 
1 it s--even though they 
it's necessary to override our 
st.s, they're at least aware of what they are, 
and that 's to bear. 
ASSEMBLYMAN FRIZZELLE: Don't we have 
lobbyists to relate--or people who--theoret ally, 
the congressmen are our sts there. 
MR. O'CONNELL: a.ce--
ASSEMBLYMAN FRIZZELLE: It seems to me 




s Ca ia 
MR. O'CONNELL: 
ss, I would say 
1 trade, mes 
impugning the 
on issues of 
s they get from Ca i 





of members of 
a c mess 
I don't that. we speak with a clear 
of international matters, and 
that I get speaking with a number 
ss is that, since they don't get 
don't feel under any part.icular 




1 states who are very unified on a number of key international 
2 trade issue, one involving the ports--you have mentioned 
3 of ts a of s. 
4 e a.~:e .r states ch are much 
5 mo.ce vigorous mobilizing the cong.cessional delegations 
6 and other levers of power Washington to get what 
7 they want. 
8 One clear case is the whole the business 
9 of the distribution of customs agents throughout the 
10 seaports and air terminals of this country to make 
11 sure that cargo is moving through in a fluid fashion 
12 and not being held up. 
13 We face a real problem the West Coast, 
14 and pa.cticularly in California, from having inadequate 
15 numbers of customs off ls assigned to these ports; 
16 se, they become bottle necks. 
17 ASSEMBLYMAN FRIZZELLE: Thank you. 
18 MR O'CONNELL: I think where I was pointing 
19 out the contrast to the situation at the federal level 
20 where any number of executive agencies and congressional 
21 committees have some ro to play in international 
22 t:cade. 
23 We haven't reached that state yet, but 
24 potent l, of course, always exists for unproductive 
25 ta.ciff batt s to occur whenever authorit s left diffused 
26 or responsibilities are not par larly well pointed 
27 out. 
28 CHAIRMAN DILLS: I've read ahead of you 
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de a in 
for some 
moan and 









is subject. mat.t.er: 
And, of course, 
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s t.hat. are 
t.he need 
wailing and 
' but. nonet.heless, 
doesn't 
isn't. some be given serious 
s is one t..hat.. MR. O'CONNELL: 



















t..his is the time 
cont..rol. 
t.heory is 
s be is cent....cali cont..col 
be per: s of Wo.c Trade 
Commission if we were t..o make chair.-manship of the 
World ss mo:ce posit..ion, maybe 
even a 1-time, paid appoint..ment. 
by t..he Gover.-no..c. 




1 by the Governor--sort of annointed by the Governor 
2 as the trade representative, as the central souLce 
3 of 
5 of reorganizing the Business, Transportat , and Housing 
6 Agency to make it the umbrella agency for handling 
7 international trade and investment issues. 
8 A problem that we have right now, for 
9 example, with respect to the operation of the overseas 
10 trade offices--the one in Tokyo to be opened, probably, 
11 in January; the one in London some time next Summer--is, 
12 Who controls them? 
13 The way that our small trade bureaucracy 
14 is set up now is that we have assigned to the World 
15 Trade Commission the promoting California's 
16 exports, but only if we're talking about non-agricultural 
17 exports because that's being handled, to a large extent--the 
18 agricultural exports are ing handled to a large 
19 extent by the Department of Food and Ag. 
20 Now, if you're talking about trying to 
21 attract foreign investment to the state, well, that's 
22 a job for the Department of Commerce. 
23 If we're going to locate overseas trade 
24 offices, they're go to have to be involved in all 
25 of those functions, and the question is, Who is going 
26 to run the show? 
27 Now, the Governor has resolved the issue 
28 temporari , at least, by saying, all right, the overseas 
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SEMBLYMAN FRIZZELLE: Mr 
CHAIRMAN ILLS: yes si.c. 
ASSEMBLYMAN FRIZZELLE: It s to 
tness made excel case. 
The Governor is te cor.cect. 
of Business, 
Trans s a ral agency under 
the othe s I and ld 
data on an ing 
over se 
the -and I would suggest 
a ttee bill 
154. 
to fo.cmalize a and to essential fund--or 
st capacity to 
ef 
The ld is too 
I needs to have close.c .celat to the 
secto.c a of f ways, and I believe that, 
the is exce their administrative 
capac -to g is capacity would 
be, in essence, to creat.e a new bureaucracy, a new 
staff lem, and would not be looked 
PETERS 
155. 
1 But, under the current department head, 
2 where it would be appropriate, I think we could probably 
3 me sl sions of 
4 staff and tion the ll. 
5 So, I do submit to you the proposal that 
6 we do that as a Committee. 
7 CHAIRMAN DILLS: Thank you, and the secretary, 
8 I'm sure, is taking note of that. 
9 It is a stepping off into an area that 
10 has needed some attention for some time. 
11 At the risk of encouraging--well, further 
12 comments from Senator Russell. 
13 I was ipal co-author with Bob Lagomarsino 
14 in forming the Economic Development Commission and 
15 se1.ved on up until, I think, two years ago, and 
16 then the L Governor was holding these meetings 
17 so away from c that I couldn't do him 
18 any good, so all I can do is get in the way of somebody 
19 else, so I a d the Rules Committee to assign it somebody 
20 else. 
21 The that is coming from the commission, 
22 I think, a good one, and--now, with that having been 
23 said, Senator Russell, did I cut you off? 
24 SENATOR RUSSELL: I just wanted to ask, 
25 would not that agency be the Department of Commerce 
26 rather than the Business and Transportation Agency? 
27 
28 
MR. O'CONNELL: I think we were looking 
a larger umbrella. 
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s bus ss terms of attract foreign investment 
the Food and is go to a role; the Energy 
Commiss is to have a role. 
I think what we started out with saying 













from the Lieutenant 
son to have would be 
a cabinet-level off You , that's why we identified 
ion, and Housing. the 
state 
felat h 
came to re 
that this 
the Gover.-no.c. 
o Business, Trans 
We wanted someone prominent enough 
to a close personal or political 
with the so that when the time 
di s, there was the implication 
son was act at the direct behest of 
clout th suff 
decision-mak 
in-house pesterer; 
we wanted was someone 
thin the higher reaches of 
the state to almost serve as the 
to remind people that, "Look, you're 
doing this, but do you realize what that's doing to 
the state's posture ional," or "You're failing 
to do s over at agency, 11 or "When you design 
am, please bear 
157. 
1 mind how it affects our position in international trade." 
2 I think, one of the things that we sta.ct 
3 f is that get excited about d sc.ceet little 
4 p.cog.cams of p.cojects that they can attach to the 
5 agencies. Let me-- 's just t.cace fo.ce office, 
6 fo.c example. That's p.cobably the sexiest thing that's 
7 come along in state government in quire awhile. I 
8 mean, the idea of having Califo.cnia state offices overseas 
9 is pretty heady business, it's also going to be pretty 
10 expensive business, by the way. 
11 But, what are those o ices going to 
12 do how do .celate to .c elements of existing 
13 bur. eaucracy, I think, is a question that's not being 
15 Just in te.cms of the investment att.caction 
16 func those off s can do lot to initiate interest 
17 in California, to locating a new business 
18 facil here, but down at ou.c humble little economic 
19 lopment commission, we operate under. the old slogan 
20 that "All economic development is ultimately local 
21 economic development." Which is to say, that the state, 
22 through its ove.cseas trade offices, th.cough the find 
23 work of the Department of Commerce, can do a lot to 
24 attract the company to have an interest in locating 
25 in California. Where it's go to wind up locating, 
26 however, has a lot to do with the effectiveness with 
27 ch the local economic development people do thei.c 
28 business, and very o what we find is that people 
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be a model for the rest of the state's al economic 
development agencies; but 
a .ceally mixed job. 
some instances, they do 
I woul that if we really want to 
sue a temat po 




, than we been 
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, we'd more 
, to making su.r.,e 
the 1 is 
ASSEMBLYMAN FRIZZELLE: Mr. Chairman. 
I would a so say if we put together 
such a bil , we 
re 
corre 
to the ef on 
I 
cons it a 
with the federal 
agenc s, as 
to be 
re s 
fallout of decis 
oversight of the effect--the 
we make as an economic entity 






's gene.cal policy 
I hate to 
to s, but I know that our staff is very right 
2 now because they have a 4:30 plane to catch from LAX. 
3 MR. 0' on that arne plane. 
4 CHAIRMAN DILLS: you much. 
5 MR. 0 CONNELL: Thank you. 
6 CHAIRMAN DILLS: We apologize for having 
7 such a good lunch we took too much of your time. 
8 Thank you and we will be there, and 
10 will be, and I can see some good, interesting times 
11 in the next legislat session. 
12 MR. O'CONNELL: Good. 
13 We, of course, are prepared to do whatever 









CHAIRMAN DILLS: Of course. 
MR. O'CONNELL: Thank you, Senator. 
CHAIRMAN DILLS: Thank you ver.y much. 
I thank all of you 
(The Jo ttee on State's 
Economy was adjourned at 3:40p.m.) 
-oOo-
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